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BRITAIN’S ECONOMIC OUTLOOK ON EUROPE 


I 


In an attempt to present the salient features of the British 
economic outlook, two preliminary notes of caution are required. 
The first relates to all figures used either for measurement or 
illustration, especially all monetary figures. Not only are many 
of these figures liable to changes so rapid and considerable as to 
be inapplicable by the time this article is published, but all 
attempts to evaluate them in terms of some standard of 1914 
contain a considerable margin of error, chiefly due to alterations 
in the quality or character of the goods or services submitted to 
measure. For this reason I shall dispense as far as possible in 
this general survey with statistical tables, substituting the judg- 
ments of economists and business men as on the whole less fallible. 
The second caution relates to a distinction to be drawn between 
the immediate economic outlook of this summer of 1922 and the 
more continuous outlook of any country as affected by the Great 
War and the Bad Peace. 

The immediate situation is described as ‘bumping along the 
bottom of a long and deep depression.” The cyclical depression, 
the signs of which were already beginning to appear in 1914, was 
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postponed for nearly seven years by the war, only falling upon 
us at the close of 1920. The rapid withdrawal of the inflated 
expenditure of the government synchronized with the collapse 
of the Far Eastern and American markets whose long-postponed 
demand had maintained our economic prosperity for the two 
years following the armistice and with the failure of financial and 
industrial restoration in Europe—these were the visible causes 
of the British depression which has continued from that time to 
this. Of the twelve million work people insured under the 
Unemployment Insurance Act 14.4 per cent were unemployed 
at the end of last April and the Unemployment Exchanges 
registered an amount of unemployment reaching the figure of 
two millions, if semi-employment is taken into due account. 
These figures have been maintained with little alteration during 
the past twelve months and, taken in conjunction with other 
evidence, attest the deepest prolonged depression which our 
people have suffered within the period of reliable records. 

When compared with the active production of the pre-war 
era the output, as indicated by employment, must be down by 
not less than 20 per cent, and probably, making a minimum 
allowance for shortening of hours and admitted slackness, by at 
least 25 percent. This applies to all the fundamental and staple 
industries, extractive and manufacturing, as well as to the com- 
fort and luxury trades, while the ranks of the unemployed are 
reinforced by large contingents from the distributive trades. It 
may be safely estimated that fully a quarter of the producing 
power of British capital and labor has been standing idle for 
the past year. The bookkeeping side of this occurrence is, of 
course, sensational enough. Wholesale prices had mounted 
during the war and the opening years of peace to the pinnacle 
of June, 1920, from which time a rapid and continuous drop has 
taken place until in June, 1922, the figures stood at only 64 per 
cent above 1914. The fall of retail prices which began six months 
later has not yet overtaken the wholesale fall, partly owing to 
the normal lag, partly owing to strong combination on the part of 
distributors. With falling prices, aided by unemployment, has 
come a large and continuous fall in wage rates. This process, 


























BRITAIN’S ECONOMIC OUTLOOK ON EUROPE 471 


delayed in its beginning, is still proceeding and the Labour Gazette 
for last June recorded a drop of nearly £2,400,000 in the weekly 
wage-bill of labor since the beginning of the year. 

Accepting the Board of Trade index for working-class cost 
of living, the real wages of skilled and unskilled labor have fallen 
in general a little below the pre-war standard. Regarded from 
the standpoint of the employer and capitalist, the immediate 
situation is far worse. For most manufacturers and merchants 
the last year and a half has been a most disastrous period. 
Heavy losses on the year’s trade, attributed primarily to rapid 
shrinkage in the value of all stocks, and aggravated by high 
wages, reduced hours, lowered productivity, and canceled orders, 
have been the general rule. In Lancashire and Yorkshire textile 
firms of the highest reputation have been reduced to temporary 
insolvency, and only kept from public failure by arrangements 
with the banks and other large creditors. The same is notori- 
ously true of other great industries. In fact, the general preva- 
lence of the disease has led to a suspension of the enforcement 
of legal contracts by common consent for fear of the consequences 
if important firms were allowed to collapse. The main concern 
of most business men has been to ‘‘carry on.” The large war and 
pre-war profits (not taken in taxation) have for the most part 
evaporated, or at any rate are temporarily submerged. The 
business world is waiting anxiously rather than confidently for 
such early return to normality as the play of economic forces, on 
the one hand, and the eccentricities of statesmen, on the other, 
may permit. 

That there has been so little of a panic feeling in spite of the 
distressing circumstances is due in no small measure to the con- 
fidence and real strength of our banks and finance houses, which 
even from the standpoint of earnings have not been great suf- 
ferers from the present strain. For in bad times finance has its 
compensations. Each of the three big London discount houses, 
we are informed, made larger profits in 1921 than in 1920, due 
largely to a profitable dealing in short-dated government bonds 
and treasury bills, and to an absence of depreciation in these and 
other securities. Though all the leading banks (except the Lanca- 
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shire and Yorkshire) showed a lower profit for 1921 than for 1920, 
the conservative habit of providing for all imaginable contin- 
gencies enabled them to maintain the previous year’s distribution 
of dividends by means of a reduced appropriation to reserves. 
A conception of the general steadiness of our banking and 
monetary situation during an exceedingly disturbed year is 
perhaps best conveyed by the following table, with two notes 


furnished by the financial editor of the Manchester Guardian. 








1920 


December, 1921 








December 23, 
| 
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£134,582,000 
368,231,000 
502,813,000 
19,450,000 
483,303,000 
127,760,000 
28,500,000 

} 156,260,000 
| 32.3 per cent 


Bank notes in circulation eee ree 
Currency notes in circulation : 


Net circulation par vec sv 
Gold in Bank of England... . 
Gold in currency notes reserve 
Total gold aia 
Percentage gold to notes. . 


£126,671,000 
324,429,000 
451,100,000 
19,450,000 
431,050,000 
128,431,000 
28, 500,000 
150,931,000 
30.4 per cent 


Year’s decrease in note circulation Ir per cent 








Two points may be noted in connection with this table. In the first 
place, the gold holding which in 1920 had been largely augmented by the 
concentration of the reserves previously held by the joint-stock banks 
received only an insignificant increase in 1921. Further, the contraction 
in the currency notes circulation rendered the maximum fiduciary issue 
provision quite ineffective. This for 1921 was fixed at £317,555,200, 
which was the actual fiduciary circulation in 1920. This figure was never 
approached, and in consequence no further transfer of Bank of England 
notes to protect the currency notes issue was necessary, the total so held 
remaining at £19,450,000 throughout the year. 

Writing in the early summer of 1922, I find a spreading dis- 
position to believe that the depression is drawing to a close. 
Apart from the endeavor to induce a favorable psychological 
atmosphere, there are certain evidences of a slight recovery in a 
number of our staple trades. More orders are trickling in. The 
textile, leather, chemical, and some branches of the metal trades 
are less slack. Wages are everywhere falling, and with reduced 
costs of production and some abatement of the burden of taxa- 
tion, a little spirit of adventure is coming back into business 


t Manchester Guardian Commercial Supplement, January 26, 1922. 
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circles. The soundest reason for anticipating some early 
recovery is, however, the knowledge that the gluts of raw 
material and manufactured goods which brought the depression 
have by this time been nearly dissipated and no longer block the 
avenues of production. Related to the fact that wholesale 
prices seem to have touched bottom and that some rises are indi- 
cated, this diagnosis of the situation is already beginning to 
inspire hope and even to stimulate production. 

But nobody with any understanding of the new economic 
situation produced by the war can look forward to a revival of 
British trade on pre-war lines. The new conditions which affect 
our foreign trade, our finance, and our internal industrial rela- 
tions, require careful consideration before we can form any 
judgment upon Britain’s lasting recovery and progress. The 
old economic determinism apparent in trade cycles is broken by 
these new conditions. Let us glance first at our new position in 
foreign trade. 

Before the war our huge balance of visible imports over 
exports was met by “‘invisible exports” in the shape of shipping, 
banking, and financial services, and interest on foreign invest- 
ments, amounting in all to between £300,000,000 and £400,000,- 
ooo perannum. ‘This included interest upon foreign investments 
estimated to amount to some £4,000,000,000. We did not actu- 
ally receive the whole of the interest on this sum, but left a 
substantial part of it to accumulate in re-investment, thus 
increasing year by year the quantity of our annual claims upon 
the wealth of the world, a contribution to the development of 
backward countries in which our growing population, with in- 
creasing dependence on foreign sources of supply had a literally 
vital interest. For Britain produces within her own area a 
constantly diminishing proportion of her necessary foods and 
industrial raw materials. Before the war we were importing 
more than three-quarters of our wheat supply, approximately 
one-half of our aggregate cereal and meat supply, without 
reckoning those tropical and semi-tropical foods and materials 
which furnish so large a part of the ordinary comforts and luxuries 
of all classes. Our wheat production per head of our population 
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was far below that of any other European country. France grew 
five times as much, Italy and Austria nearly three times as much, 
even Germany (far less dependent upon wheat) 50 per cent more 
per head. This dependence upon overseas supplies has been 
increasing rapidly. Within the last three decades of the nine- 
teenth century we nearly doubled our imports of wheat per head 
and quadrupled our imports of meat. 

The trade statistics for 1913 showed three-fourths of our 
imports consisting of foodstuffs and raw material. But of the 
remaining quarter, officially classed as ‘‘wholly or mainly manu- 
factured,” the greater part consisted of tools or other finished or 
half-finished articles which entered as “costs” into some English 
branch of industry or commerce. Now there is no ground for 
believing that the post-war situation has lessened our depend- 
ence upon foreign countries for these necessaries of life and trade. 
During the war some appreciable increase of our home agricul- 
tural output was obtained by patriotic effort, public bounties, 
and legislative coercion. But these emergency measures have 
dropped and left us as dependent as before on overseas supplies. 
More scientific agriculture and improved land tenure, with 
brighter village life, may do something to stem the tide of growing 
dependence, but cannot really cope with the enlarged material 
needs of our still growing population. 

In point of fact the war has left us considerably more depend- 
ent upon foreign trade. In using this term I do not distinguish 
trade with our empire from that with other countries. For that 
distinction has only a political and scarcely any economic signifi- 
cance. Apart from some quite negligible tariff concessions, the 
net effect of which is to interfere detrimentally with the most 
advantageous flow of trade and therefore to increase our diffi- 
culties, buying and selling within the cover of the British flag 
carries the same economic implications as buying and selling out- 
side that flag. Now the damaged financial position in which 
Britain finds herself requires her to buy more and sell more 
than before in foreign markets. A large proportion of the 
“invisible exports” by which before the war we paid for our sur- 
plus of visible imports has disappeared. It is probable that in a 
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normal year considerably more than £200,000,000 was due to us 
as interest upon our foreign investments, besides large payments 
for freights and financial services. Though it is not possible to 
say exactly how much of our foreign holdings has been lost, it 
cannot, having regard to our public and external indebtedness 
of some £1,000,000,000 and the disposal of large portions of our 
American and other securities, be put at less than a sum of 
between £1,500,000,000 and £2,000,000,000. The debts owed 
to us by our Allies which might about compensate this loss can- 
not be regarded as real assets, at any rate so far as our present 
outlook is concerned, Whether we have lost anything in the 
value of our shipping services, it is too early to determine, 
though the temporary shrinkage of trade and of freights has 
greatly reduced the present yield from this source. Some tem- 
porary, and probably some permanent loss has been sustained by 
London as the banking and financial center of the world’s 
business by the fact that New York stands as the principal free 
market in gold while the United States has to a considerable 
extent displaced Britain as the world creditor. 

The immediate bearing of these changes upon our commercial 
situation may be summed up by saying that we are required to 
find an increase of exported manufactures to the tune of over 
£100,000,000 a year, in order to pay for the imports we require. 
There is, of course, a qualifying circumstance. Before the war 
we invested abroad each year a sum varying from £100,000,000 
to £200,000,000. That may be said to have represented our net 
surplus as a nation from foreign trade. This investment was a 
provision for our future, going to develop foreign countries for 
the enlarged markets we should need. If we suspend, or reduce 
to insignificant proportions, this provision, it is possible that we 
can still just pay our way. But by doing this we remit the deter- 
minant economic influence which as a nation we have hitherto 
exerted upon the development of backward countries, including 
those within our own empire. In bad times we shall be put to 
straits to buy abroad our necessary foods and raw materials 
without loosing further quantities of our reduced fund of foreign 
securities. 
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These plain facts make it evident that, if Britain is to retain, 
substantially unchanged, her pre-war commercial and investment 
policy, she must increase to a considerable extent her exports. 
For not only must she substitute visible for invisible exports to 
the extent of £100,000,000 a year, or more, but the production of 
these increased exports will itself involve larger imports of raw 
materials which, in their turn, must be paid for by exports. 
Here appear two related problems upon the solution of which 
the whole issue of our economic future seems to hinge, viz., 
productivity and foreign markets. As a nation we seem to 
require to raise considerably the volume of our output of wealth, 
and to find overseas markets for a large part of this increase. 
The two problems manifestly interact. We cannot increase the 
productivity of our industry unless we have reasonable security 
of marketing the increased product, to a large extent abroad, at 
profitable prices. On the other hand, this expansion of markets 
is impracticable except on the assumption of greater productivity. 
But this interdependence of supply and demand does not invali- 
date the separate consideration of the two approaches. 

In Britain at the present time preachers of productivity 
abound. Unless production is raised to a higher level than the 
pre-war level, it is impossible to see how our economic system is 
to support the new demands of the factors of production and the 
state. Now our present production, as we estimate, lies at 
something like 25 per cent below pre-war level. Even were 
reviving trade to suck up unemployment to the normal limit of 
good trade, it is generally admitted that shorter hours and 
slacker work would leave us with a lower than the pre-war output. 
But the higher rate of interest for new capital involves, as time 
goes on and brings a larger proportion of capital within this 
claim, an increased payment of real income for the use of capital. 

Labor, on the other hand, is generally unwilling to work unless 
a larger share of the product is paid to it in wages. This is ina 
large measure due to the higher standard of consumption to 
which most classes of workers became habituated during the war. 
This higher standard was not registered in higher real wage 
rates, for money wages usually lagged considerably behind the 
rise of retail prices. Labor statisticians, confining their attention 
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to the purchasing power of money wage rates, arrive at the 
strange and false conclusion that “‘ throughout the war practically 
all workers suffered a decline in standard of living, even counting 
the advances and bonuses secured.”* Now, apart from certain 
foods and other articles short in supply for all classes, and occa- 
sionally unattainable, it is notorious that the general standard of 
almost all workers was higher during the first three years of the 
war than ever before. This was attested, positively by masses 
of evidence relating to working-class expenditure, negatively by 
the fall-off in poor-law and other eleemosynary aids, by reduced 
child mortality, and other tests. In a word, wage rates were no 
sufficient measure of standards of living in times when full 
employment was available for women, children, and old persons, 
and when earnings were supplemented largely by soldiers’ allow- 
ances, billeting, and other supplementary sources. The better 
feeding, clothing, and amusement fund furnished to most of the 
civilian population under these conditions, lasted long enough 
to produce a new standard of requirements. The psychology 
of this situation, coupled with the nervous reaction from war 
experience, is mainly responsible for the new unrest attending 
the efforts of employers during the past year to effect reductions 
both of money and of real wages. This is not the place to enter 
on a discussion of the new labor problem thus presented. I men- 
tion it only in its bearing on the problem of productivity, to 
indicate that labor, like new capital, appears to ask for a larger 
share out of a reduced product. 

Finally, there comes the enlarged demand of the government 
in the shape of taxation. The estimates presented for the fiscal 
year beginning April 1, 1922, showed a reduction in expenditure, 
as compared with the previous year, of about £200,000,000, 
obtained as the result of a clamorous demand for public economy. 
They stood as follows: 

ESTIMATES FOR 1922-23 








Ordinary expenditure. £823 ,846,o00 Ordinary receipts.....£820,775,000 
Special expenditure.. 61,223,000 Special receipts...... gO , 000,000 
Contingencies. ...... 25,000,000 

£910,069 ,000 £910,775,000 


* Prices, Wages, and Profits, by the Labour Research Department, p. 39. 
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Of the £910,000,000 revenue, £181,000,000 is described as non- 
tax revenue, a half of which is the estimated yield from sale of 
remaining war stores, three-fifths of the remainder being the 
proceeds of the postal, telegraph, and telephone service, heavily 
weighted with high charges which economically must rank as 
taxes. The avowed tax revenue for the year is £729,000,000. 
To test the pressure of taxation we may compare this with the 
£160,000,000 raised in 1913-14. Taking this pre-war revenue 
at a premium of about 80 per cent (to meet the depreciation of 
money today) we get a pre-war tax revenue of £290,000,000, 
comparable in terms of real wealth with the £729,000,000 for 
this year. A further comparison of items shows that the main 
stress at present falls upon the income tax, inclusive of super-tax, 
with customs and excise. The estimate of income tax for 1g13 
was £50,000,000 (£90,000,000 in present money values), that 
for the current year is £329,000,000. Customs and excise for 
1913 stood at £74,000,000 (£133,000,000, at present values), 
compared with £273,000,000 for the current year. 

In other words, while taxation in terms of real wealth taken 
from taxpayers is about two and one-half times as great as in 
1913, the estimated yield of income tax is three and one-half 
times as great, the yield of customs and excise a little more than 
twice. If we bear in mind that these increased amounts of 
wealth are claimed for the state from an aggregate national 
income reckoned as less by some 25 per cent than the 1913 
income, we realize that incentives to industry and productivity 
may be seriously disturbed. But in evaluating this disturbance 
we must not exaggerate the evil by assuming that the whole of 
this enlarged tax revenue is taken away from industrial uses, to 
be consumed by governmental services. Out of the total revenue 
of £911,000,000 for this year, no less than £335,000,000 is applied 
to service of the national debt, the whole of this (with the excep- 
tion of the £25,000,000 for interest to America) going into the 
pockets of British bondholders. In addition to this, the sum of 
{90,000,000 goes, as war pensions, back into the year’s income of 
British citizens and taxpayers. The net real reduction of pri- 
vate incomes thus imposed by this taxation is £511,000,000. 
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This consideration does not, of course, satisfy the taxpayer, 
who is not consoled for having to pay a five shillings income tax 
by the reflection that some two shillings come back to him, or 
to some fellow-citizen, in interest on war loan or as pension. 
But when the tax burden is cited as crippling trade and stopping 
the recovery of industry, the fact that so large a sum is simply 
transferred from the taxpayer to the bondholder and so far 
involves no diminution of the amount available for saving or 
spending, is highly relevant. But, when full allowance for this 
large charge is made, it remains true that the state takes a 
considerably greater share of the real income for its services than 
was the case before the war. The Supply Services which then 
cost £158,000,0000 now cost £547,000,000, an enormous advance, 
even if the former figure be raised 80 per cent for modern values, 
and the £90,000,000 of pensions, included in the £547,000,000, be 
deducted. How far this higher expenditure on public education, 
health, and other social services may be conducive now or 
presently to increased economic productivity, it is not possible 
to estimate, though this consideration should not be ignored. 

This brief analysis of the new claims of Capital, Labor, and 
the State, upon the product, is directed to enforce the growing 
need of higher productivity, i.e., of a real income adequate to 
meet these combined demands. Our present income, or even a 
return to our pre-war income, is manifestly insufficient. The 
failure to realize this fact, especially on the part of Labor, is a 
leading factor in the impotent psychology of industrial unrest 
from which the country is suffering. In order to meet the joint 
demand of Capital, Labor, and the State, or otherwise to main- 
tain our growing population in a state of civilized living and 
contentment, our production must be largely increased. This 
is not primarily a matter of access to larger natural resources, 
or more labor power, or the discovery of new processes. It is a 
matter of utilizing more adequately the technology and the 
administrative knowledge already available. Even the hasty 
improvisation of our war economy disclosed the enormous 
amount of waste in the ordinary operation of our economic sys- 
tem. In the application of the physical sciences to industry, in 
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the psychology of business organization, in the economics of 
standardization and of mass production, our business men have, 
perhaps, more to learn than those of any other advanced indus- 
trial nation. For our long lead in many branches of industry 
and commerce has kept us easy-going and unreceptive of new 
knowledge. If all, or the bulk, of the firms engaged in any 
industry could be brought up to something like the level of the 
best-equipped and organized firm, our productivity would be 
enormously enhanced. This is largely a question of access to 
information and of enterprise. Trade associations, chambers 
of commerce, industrial councils, trade boards, can all contribute 
to this process of enlightenment. 

The new recognition that more brains and energy are needed 
in order to meet the requirements of the post-war situation is 
gradually spreading among our business classes. The pre-war 
boom and the period of war profiteering, in which big money 
was made easily, exercised a demoralizing effect on large numbers 
of business men. A more serious and a more “scientific” 
interest in business is beginning to make way. As a part of this 
reorientation of the business mind comes a new attitude toward 
the claims of Labor. The first tendency of our business men 
has been to blame the low productivity of industry upon the 
ca’ canny” of the workers. This sentiment is 


slackness or “ 
today more prevalent than ever among the majority of the 
employing and professional classes and is sustained by a large 
body of undeniable truth. The needed rise of productivity is 
unattainable unless the mass of the organized workers will 
recognize that it is to their interest to work better and harder. 
We need not dispute, for it is impossible to decide, how far the 
inefficiency or slackness of employers, how far of employees, 
is responsible for the present low productivity. More and better- 
directed energy is required from both. 

But, whereas a growing number of employers recognize this 
truth, it makes little way at present in labor circles. It is well 
to understand why. There are two chief obstacles to its accept- 
ance. The first is the common belief that there is plenty of 


wealth produced to enable everybody to live comfortably, if it 
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were properly distributed, and that higher productivity of labor 
would be absorbed in higher profits. The second is the fear that 
working harder and producing more means fewer men employed 
upon a job, or the completion of a contract earlier than would 
otherwise happen, with the result of an ensuing period of unem- 
ployment. The first consideration is really vital. For it signi- 
fies that better production is inseparable from better distribution 
of wealth. A permanent incentive to keep down productivity 
has been the suspicion of profiteering. That suspicion, like most, 
feeds on secrecy and unreason. The ordinary worker thinks he 
is exploited by employers. He is not a socialist, a bolshevist, or 
any sort of “‘ist,” but he is by nature a bit of a grumbler who 
objects to giving more than he thinks he gets. He sees his 
employer living in a large, expensive way, and hears of large- 
sounding sums distributed as profits or dividends. He knows 
there is a wealthy leisured class living in luxury ‘“‘upon his labor.”’ 
Labor leaders and socialist orators give a little shape and added 
feeling to this normally vague discontent. It is not dispelled 
by able and elaborate disquisitions by Professor Bowley or Sir 
Josiah Stump, who prove quite convincingly that if every family 
in England were put upon a rationed income of £250 a year, the 
whole available surplus income from British industry, after this 
were done, would not add more than some five shillings to the 
weekly income of each family. 

That this is the substantial truth there can be no doubt. 
But the illusion of the amount of surplus wealth represented by 
the showy extravagance of a wealthy class, forming perhaps 2 
per cent of the nation, is not dispelled by reasonable statistical 
analysis, which, were it read, would not convince, in the form in 
which it is presented. If honest and intelligent labor leaders 
would indorse and press home the issue of an insufficient product, 
something substantial might be done to remove this obstacle to 
higher productivity. But it would not suffice, unless accom- 
panied by schemes of improved distribution. For, exaggerated 
as the grievance is in its dimensions, it remains true that large 
bodies of unearned wealth, unnecessary as incentives to effort, 
and socially detrimental in their expenditure, are drawn by small 
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privileged classes. The economic system does not work with 
convincing equity in the apportionment of the product, and this 
inequity is a contributory cause of low productivity of labor. 

It is the recognition of this that gives point to the new 
experiments which are on foot for reconciling Capital and Labor 
in the several businesses and industries by schemes of representa- 
tive control and by policies of profit-sharing, bonuses, or co- 
partnership. Only a minority of employers, however, as yet 
recognize clearly that the age of autocratic government is passing 
from industry as from politics, and that due representation of all 
interests is taking its place. Works committees, trade boards, 
conciliation boards, industrial councils, are experiments in this 
direction, and a growing number of firms are willing to have 
workmen on their directorates. The present difficulty, illus- 
trated by recent troubles in the engineering trade, consists in 
differentiating between the issues of control in which Labor has 
a reasonable claim to a determinant voice, and those which, 
like questions of finance and marketing, must rest with the 
management. This difficulty can only be overcome by a policy 
which identifies the lasting interests of the employees with those 
of the employer, by a process of incorporating the former in 
the business as definite participants in its success or failure. 
Participation in profits, however, is one but not the only method 
of such incorporation. There are many businesses whose me- 
chanical or large-scale operation does not easily lend itself to 
profit-sharing as an incentive. Organized workers often look by 
preference to a policy of standard wages and hours, with security 
of tenure and provision for unemployment. 

It is, I think, this last issue that is most important in relation 
to our primary problem of productivity. Workers will not put 
forth their best powers of work unless their continuous livelihood 
is secured. Leakage between jobs and seasonal slackness are 
notorious causes of slow work in the building and many other 
trades. A trade depression, like the present, is a liberal educa- 
tion in ‘ca’ canny,” for slackness of orders keeps before large 
bodies of men the constant fear of dismissal when the present 
job is ended. It is useless to argue that, in the long run, such 
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slacking means lessemployment. The evil of the present system 
is that most men cannot afford to take long views. It is for this 
reason that schemes for throwing upon the several industries 
(together with some public contribution) the responsibility of 
making adequate provisions both for short and long spells of 
unemployment, are recognized as a first step toward higher 
productivity. 
II 

But while increased national productivity is essential to our 
maintenance and progress, another condition equally essential 
looms very large on our horizon. It is the expansion of the 
market. The theoretic contention that (apart from misapplica- 
tion of productive power) there can be no such thing as overpro- 
duction, cuts no ice either among business men or workers. For 
experience teaches them that industrial machinery is always 
tending to produce staple commodities at a faster rate than the 
market will take them off. This normal tendency toward over- 
production, attested by the cyclical depressions which are its 
inevitable consequence, is the chronic cause of slacking both on 
the part of capital and of labor. For “regulation of output” 
for the maintenance of “reasonable prices,’’ which is the central 
fact of the policy of trusts and combines, is in substance identical 
with labor’s ‘‘ca’ canny.’’ This normal trouble of a restricted 
market has, of course, an important bearing upon Britain’s 
present economic outlook on the world. For the present depres- 
sion shows this normal trouble aggravated by the financial and 
commercial dislocation of the world-market, which has been the 
aftermath of the Great War. Britain, as we see, is more vitally 
concerned with securing large, free, foreign markets than any 
other country. Our interest in the peace, safety, and economic 
recovery of the world is unique. Had not our statesmen been to 
so large an extent “economic illiterates,”’ they would have thrown 
their whole weight into the reconstruction at the earliest possible 
minute of the broken industrial, commercial, and financial 
machinery of Europe as soon as the war was ended. 

Economic statecraft would have avoided at least three fatal 
blunders. The first is the economic-political dismemberment of 
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Austro-Hungary which left her a rotting carcass in the European 
system. Second comes the boycott of Russia, accompanied for 
two years by a squandering of vast sums of money and men by 
the Western Powers in the work of further injuring the economic 
resources of that ill-governed and impoverished country. Third 
comes the fastening upon Germany of an immeasurable load of 
reparations, instead of a fixed, practicable sum. There are, of 
course, other troubles of a similar nature embodied in the Peace 
Treaties and in the post-war policy, the larger bearing of which 
upon our economic situation has gradually become evident. 
Britain requires the peace and economic recovery of Europe 
because only in this condition is it possible for her to obtain the 
expansion of markets which renders her higher productivity 
available. She must increase her foreign markets, and this 
increase is impossible unless Europe obtains a higher and reliable 
purchasing power. 

This statement, as it stands, is liable to some misunderstand- 
ing. It may seem to suggest that Britain must sell her increased 
product exclusively, or mainly, in Europe. This, of course, is 
by no means the case. A portion of the increased productivity of 
which our industry is capable, should be met by the expansion of 
our internal market. A higher standard of comfort for the mass 
of our working population is, indeed, as we recognize, one condi- 
tion for the achievement of higher productivity. A larger and 
more regular consumption of staple commodities would be a 
strong bulwark against trade depression in our standard condi- 
tions. But this is vitally associated with an enlargement of 
external markets both for buying and for selling. 

Here it may be well to put in evidence some statistics measur- 
ing the importance of the slump of foreign trade in its bearing 
upon our economic situation. The best measure of the relative 
importance of our export to our home trade is given in the 
Census of Production (1907) where 37 per cent of the total indus- 
trial product of this nation is assigned to export trade, 38 per cent 
of the product of our mines and quarries, and 31 per cent of our 
“aggregate output.” Thus we see that virtually one-third of 
the work done in this country on production of material wealth 
has been for export trade. Now of our total export trade in 1913, 
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amounting in value to £525,000,000, no less than £205,000,000, 
or two-fifths, was European. Germany was by far our largest 
European customer, our largest foreign customer save India. 
Her purchases in 1913, if allowance be made for an unascertained 
part of the trade ascribed to Holland and Belgium, must have 
amounted to about one-quarter of our European market. If we 
take into account the 1913 trade with Austro-Hungary, Turkey, 
Bulgaria, and Russia, that group of countries accounts for 
about one-third of our whole European trade. Now the failure 
of the industrial recovery of Europe, especially of Russia, and 
the artificially stimulated export trade of Germany have gravely 
injured our export market. But though that injury proceeds 
from European conditions, its area is by no means confined to 
Europe. The indirect damage done to our export trade with 
non-European countries, owing to the losses of European mar- 
kets sustained by those countries, is at least as grave. The col- 
lapse of the demand for Asiatic, African, and other tropical and 
semi-tropical products on the part of European peoples has 
brought a large shrinkage in their purchase of our manufactures. 
Such are the familiar phenomena of roundabout trade, so signally 
ignored by political peacemakers. 

So much for the export side of our national accounts. But, 
as we cannot sell abroad as much as we desire, we cannot afford 
to buy abroad. And here, as we have seen, is the crux of our 
situation. We must buy abroad in order to exist, therefore we 
must sell. No other great country feels the same pressure 
of necessity. How grave this pressure is appears from our 
balance-sheet of last year, and our prospective balance-sheet for 
this. 

If our foreign trade for 1921 is revalued on the basis of the 
prices prevailing in 1913, the comparison works out as follows: 


VALUES ON BASIS OF 1913 PRICES 


(o00’s omitted) 








| 1913 1921 





MN athe eA eS sa an Soars strana eres | £768,735 £570,912 
eR re 525,254 261,647 
Exports (Foreign and Colonial) 100,567 85,612 
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The excess of imports over exports here disclosed is a new and 
disconcerting feature in our economic outlook. For unless we 
can substantially reduce that excess by expansion of our visible 
and invisible exports, we are in a thoroughly unsound condition. 
The visible balance was much worse for 1920 than for 1921, but 
it was redressed by the inflated shipping earnings of that year. 
The following is an approximate trade balance for 1921 (given 
in millions of pounds), in comparison with 1920 and 1913. 























1921 1920 1913 

Exports of merchamidine. ......... ec cecsseceess 810 3,557 635 
PN I os ccaas olale oy whales Riccar aiaisis sees 70 340 100 
Finance and insurance earnings.......... gna 30 5° 30 
Income from investments................ each 120 120 200 
Total ; pnnwpersa ween nncarcutheenead I ,030 2,067 965 
SE ONUB vc iesceewes ex sasusicnadvione 1,087 1,933 769 

| 
Final balance.... ee rt —57 +134 | +196 








Though the returns of recent months show some improvement, 
the need of expanding foreign markets, and an accompanying 
expansion of our shipping and financial profits, are of permanent 
importance in their bearing on our policy of economic and financial 
reconstruction. Economists, financiers, and enlightened business 
men in Britain are virtually unanimous as to the essentials of that 
policy, though there are differences upon methods of attainment. 

We see Europe strangled in a coil of troubles, and hampering 
world-recovery by its helplessness. Almost every nation suffers 
from inflation, instability of exchanges, extravagance in arms and 
doles, failure to balance budgets, crushing taxation, tariffs and 
embargoes, public indebtedness, and reparations. These interact 
so as to produce the appearance of a vicious circle, a conception 
which is apt to exercise a paralyzing influence upon the will of 
politicians. It seems politically impossible for a country in 
the case of Austria or Poland to stop inflation. It seems idle to 
call on Germany, or even France, to balance her budget on the 
existing basis of obligations. Reduction of armaments in so 
dangerous a Europe seems impracticable to Continental powers. 
Tarifis appear imperative in order to stop foreign goods from 
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low exchange countries from flooding the markets of high 
exchange countries, and so the natural process of stabilizing 
exchanges is made impossible. 

This entanglement, however, is not an endless chain. There 
is a quite definite point of entrance, a prime condition for the 
success of the general financial policy, adumbrated, first at Brus- 
sels two years ago, and lately at Genoa. We can only unravel 
the coil by seizing firm hold of the reparation end. 

The priority claim for the reparation settlement is not merely 
one of political emergency, critical as that may be, but one of 
economic rationale. Let the Allies once agree upon a drastic 
reduction of the terms of the London ultimatum, accompanied 
by a remission of British claims for pensions and allowances. Let 
them recognize that at present Germany has not, and cannot 
attain by any improvement of her taxing system or cancelment of 
subsidies, any considerable export surplus out of which to make 
a large payment in gold marks. Let them realize that the pro- 
vision of material for the repair of the devastated areas, with 
arrangements for some ascending scale of monetary payments to 
begin as soon as Germany attains a genuine trade surplus, is the 
only method consistent with and contributory to the restoration 
of Europe, and the recovery of the nations stricken with famine 
or languishing in trade depression. 

How will the healing influence of a sound settlement of 
reparations work upon the other maladies? It will operate in 
some way as this. A total payment, reduced to something like 
the Keynes figure, with a moratorium for the monetary portion, 
would greatly facilitate the process of real restoration in the 
devastated areas, because on those conditions it would be feasible 
to float upon the money markets of the world those reparation 
bonds handed by Germany to the Allied governments which in 
present circumstances, can have no market value. The total 
cancelment of the unpaid C Bonds and the easing of the terms 
for the payment of the A and B series are essential to enable 
France to carry out speedily and advantageously the actual work 
of repair. In other words, the real value and availability of a 
greatly reduced sum for reparations would be far larger than 
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belong to figures known to be inflated and impossible. The 
unreality of her present hopes, and of the false expectations built 
on them, cannot be to the real advantage of France, while it visi- 
bly aggravates the insecurity of the whole European situation. 
The next beneficent reaction would be the slowing-down of 
the artificially stimulated flow of German export goods into all 
the markets where our goods would normally compete with theirs. 
This, in itself, would do something for the recovery of our 
export trade, especially when the stoppage of further German 
inflation, with its accompanying reduction of real wages, is taken 
into account. For so long as Germany is forced to find these 
large sums in gold marks, she must go on meeting her internal 
bills by an ever cheapening money, in order to drive down the 
costs of labor to a point enabling her to undersell foreigners in 
their own and neutral markets. Only by thus enabling Germany 
to stop inflation can she be brought to balance her budget, con- 
serve her sound foreign money for the supply of her own material 
needs, and cease the costly policy of subsidies by which she has 
broken the full shock of inflation upon the weaker classes of the 
nation. ‘The more pacific atmosphere produced by a reparation 
settlement which won the reasonable acceptance of Germany 
should immediately react in solid savings upon armaments, in 
which France and her Continental satellites would be chief 
beneficiaries. ‘The withdrawal of forces from the occupied areas, 
a corollary of this new policy, would leave a larger portion of the 
payments made by Germany available for the real work of 
restoration, and French statesmen might be enabled to meet 
their internal obligations without undue recourse to borrowing. 
The next reaction of the reparation settlement would be the 
establishment of freer commerce. This would come through 
the removal or reduction of the tariffs and export embargoes 
which every state has thrown up to safeguard its industries 
against the surging tide of uncontrolled trade. Just in propor- 
tion as these barriers are thrown down and trade flows freely from 
one country to another, can a parity of price levels be attained. 
In no other way is that stabilization of the exchanges which we 
need as the basis of confidence in business life attainable. Only 
thus can we, or any other country, hope to obtain any substantial 
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relaxation of the burdens of taxation. For only thus can the 
burden be lightened at both ends by the sensible reduction of 
expenditure on armaments. ‘Trade once stimulated, rising 
prices will be reflected in higher money incomes and an automatic 
lightening of the great fixed charges for interest and pensions 
which constitute so big a portion of our annual expenditure. 

Cut down the indemnity, cancel inter-Allied indebtedness, 
stop inflation, enable states to pay their way, secure stability of 
external payments, reduce governmental waste, and ease taxa- 
tion. By these means shall we secure a body of conditions 
favorable to a revival of trade which shall suck up unemployment 
in every country. Moreover, we enable peoples and their 
governments to concert in common the further plans needed for 
securing the peace and progress of a world taught at last, and by 
terrible experience, to realize its unity. For only with the begin- 
nings of economic safety and revival in Western Europe shall 
we get the frame of mind and the external resources necessary to 
evoke that larger policy of co-operative credit needed to meet 
the case of stricken countries such as Austria and Russia, too 
feeble to respond to the normal economic stimuli. Only by an 
emergency policy of international credits, furnished on a larger 
scale than hitherto contemplated, can these sick countries be 
restored to the world which their sickness must otherwise con- 
tinue to hamper and perplex. 

This brings me to the dawning recognition of the necessity 
of an international understanding and co-operation in credits 
and currency which is perhaps the most important outcome of 
post-war economic experience. Had it been politically practi- 
cable at the Peace to endow a finance committee of a completed 
League of Nations with the emergency power of rationing some 
international fund of credit (a continuation and expansion of 
the allied system in the war) during a period of restoration, the 
worst of our troubles might have been averted. 

Slowly and piecemeal Europe has been struggling toward 
the erection of some such system. In Britain the beginnings 
came with our trade depression, taking shape chiefly in govern- 
mental aids and guaranties for our export trade with countries 
whose purchasing power was feeble and unreliable. The Over- 
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seas Trade Acts of 1920 and 1921 empowered the Board of Trade 
to make advances to British firms exporting goods to certain war- 
stricken countries, and to guarantee a large share of any loss 
incurred in such trade. Comparatively little trade was done 
under the conditions of these Acts, and in 1921 a further amend- 
ment of the policy was incorporated in the Trade Facilities Act, 
the chief feature of which was “the granting of credits and the 
giving of guaranties in respect of export transactions, other 
than the sale of munitions of war, between the United Kingdom 
and any other country whatsoever .... ” and extending the 
time limit for such credits to 1927. The state was to guarantee 
100 per cent of the invoiced value of exported goods where the 
period of credits did not exceed twelve months, the state’s ulti- 
mate liability remaining fixed, as in the earlier Acts, at 42} per 
cent. A certain amount of trade has been done under these 
conditions, though Russia was formally excluded from the appli- 
cation of the Act. The International Credits Organisation, set 
up under the Ter Meulen scheme with the approval of the League 
of Nations, for financing trade with impoverished nations, has so 
far proved sterile, chiefly because it required from the govern- 
ments of the borrowers guaranties which they could not give. 
Another scheme outlined by Sir Edward Mountain (chairman of 
a large insurance company) proposed a syndicate of banks and 
insurance companies for the finance of export trade, with a 
government guaranty against half the losses. 

But none of these schemes have faced effectively the real 
difficulty that “‘ before the exchange risk can become an insurable 
risk on ordinary business lines, the distressed countries must cease 
to be distressed,”’ nor is it clear that any of the barter schemes, 
to which resort is sometimes possible, can go far to redeem the 
situation. These small, fumbling experiments have made it 
evident that a larger, bolder, and more fully internationa] 
remedy is needed, that Russia must be brought within its scope 
as a chief subject of its operations, and that all the great powers 
must participate in a task which is not merely one of restoration 
but of development. 

Moreover, the notion that any such work can be left entirely 
to private enterprise is unthinkable. Though the active work of 
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financing such operations can best be undertaken by banking 
and financial groups of the several nations in co-operation, that 
co-operation must quite evidently extend to their governments 
whose several and concerted action will be needed at the outset 
to secure sufficient confidence in the individual traders who are 
required to deliver goods for payment in terms of some new sort 
of paper. For though governments can hardly be expected to 
add to their existing financial embarrassments any large financial 
undertakings involving current public expenditure, their early 
co-operation is urgently required in order to secure the stabiliza- 
tion of exchanges and of prices essential to secure from bankers 
and investors the loans needed to set the nations on their eco- 
nomic feet. 

A general consensus of economic opinion here supports the 
resolutions of the Financial Commission of the Genoa Conference, 
which are quite explicit upon the course it is desirable to take. 
Stability of currency is the first requisite of economic reconstruc- 
tion. That stability involves the adoption of a common stand- 
ard of European currencies. The only standard possible at 
present for general adoption is gold. European governments 
should formally accept that standard and without delay fix the 
gold value of their several monetary units, according to their 
several conditions, either adopting the old gold parity or a new 
one approximating to the exchange value of the monetary unit 
at the time of adoption. But the successful maintenance of such 
a gold standard must turn upon effective international arrange- 
ments in which the co-operation of governments and their central 
banks is essential. For it will be necessary to “centralize and 
co-ordinate the demand for gold, and so to avoid those wide 
fluctuations in the purchasing power of gold which might other- 
wise result from the simultaneous and competitive efforts of a 
number of countries to secure metallic reserves. The Conven- 
tion should embody some means of economizing the use of gold 
by maintaining reserves in the form of foreign balances, such, for 
example, as the gold exchange standard, or an international 
clearing system.” With the restoration of a free market for 
gold, and comparative stability of prices, productivity would be 
restored and commerce would flow with its pre-war confidence. 
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Suppose that the preliminary difficulties of getting the weak 
exchange nations to agree to the immediate adjustment of their 
damaged currency to a gold standard, and of getting all the 
strong nations (including the United States) to come into an 
arrangement involving the establishment of an international 
money policy with an internationalization of the final gold reserve, 
were possible, a certain considerable advance would have been 
made toward financial and economic restoration. It should be 
possible to get the economic advisers of the various governments 
to recognize the urgent utility of such an international plan. 

But it woula be foolish for us to shirk the issue of American 
co-operation. The Genoa Commission, indeed, expressly states 
that ‘‘no scheme for stabilizing the purchasing power of the 
monetary unit can be made effective without co-operation of 
policy between Europe and the United States.”” Now English 


economists would, I think, admit that the immediate interests 
of America are less urgently involved in this project than those of 
this country or of other European countries. This admission, 
of course, applies to the whole European imbroglio, political as 


well as economic. But they would urge that, though America 
is better able to stand out and has less immediately to gain by 
coming in, the new economic position of America and in particu- 
lar the growth of her foreign trade should furnish sufficient 
grounds for participation. For a refusal to assist directly in 
the financial recovery of Europe, and the hugging of an eco- 
nomic isolation, must become more and more embarrassing as 
time goes on. The direct financial stakes of America in Europe, 
considerable though they are, are small as compared with those 
which under the normal play of business motives would be profit- 
ably established during the years to come. While, therefore, 
the inducements to America to come into an international cor- 
poration are less potent than in our own case, they should be 
adequate for Americans who take a long view of their economic 
destiny. 

There is one other important matter touched upon by the 
Genoa Commission deserving of attention. If ‘‘undue fluctua- 
tions in the purchasing power of gold”’ are to be prevented, i.e., 
if stability of price level be desirable, there must be some agreed 
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policy of regulating credit. Here, of course, we touch the most 
sensitive organ of finance. If finance were a rigid mechanism 
with a quantity of gold as the general governor of action, the 
matter might be simply solved by some agreement on a propor- 
tion between gold and credit, operated automatically by discount 
rates. But though this appears to be the accepted doctrine of 
conservative bankers and economists, it cannot seriously be 
regarded as workable. Could, or would, any two central banks 
agree on the desirable proportion of credit to gold in their re- 
spective countries, when established banking policies differ so 
materially ? Or, taking an even broader point, can it seriously 
be maintained that the same proportion of credit to gold should 
be maintained on the up-grade as on the down-grade of a cyclical 
fluctuation of trade? Granting that a more carefully concerted 
credit policy could cut out the peak of a cyclical fluctuation by 
stopping rises of prices before they reached the high level which 
unrestricted credit renders possible, and could, by easier money, 
do something for depressed trade, could such a policy be operated 
successfully without assigning large discretion to some representa- 
tive committee empowered to take into consideration the special 
circumstances of world-trade at the time when action is required ? 
A purely mechanical apparatus for correlating credit with 
gold and securing co-operation by the separate action of national 
banks hardly seems effective. A closer international govern- 
ment of finance would seem necessary, in order to reconcile 
wholesome elasticity with reasonable control. Toward such an 
international organ no doubt the world is moving. But its 
present adoption would seem to presuppose a fuller apprehension 
of the economic unity of the world, and of the consequent inter- 
penetration of national economic interests, than yet obtains in 
any large section of the business classes of any nation. Some 
measure of agreed co-operation, however, should be feasible, 
and the proposed association of central banks upon the one hand, 
and the International Corporation for emergency credits on the 
other, rank as serious experiments toward such co-operation. 
Joun A. Hopson 
LonpoN, ENGLAND 





BRANCH BANKING WITH SPECIAL REFERENCE TO 
CALIFORNIA CONDITIONS 


The question of branch banking is becoming of increasing 
practical importance in the United States. At the 1921 meeting 
of the American Bankers’ Association the question was the sub- 
ject of debate and resolution. A bill has been before Congress 
to permit national banks located in states, the laws of which 
authorize branch banks, to establish branches in the city where 
the head office is located. An amendment of this character has 
been supported by the National Bank Division of the American 
Bankers’ Association, the Comptroller of the Currency, and the 
Federal Reserve Board. 

California is developing a system of branch banks more 
rapidly and extensively than any other state. In April, 1922, 
Messrs. A. C. Miller and J. R. Mitchell, of the Federal Reserve 
Board, visited the state to investigate California conditions in 
order to assist in formulating the Board’s policy in regard to state 
bank members of the Federal Reserve System. A Los Angeles 
national bank is making an interesting test of the national law, 
which has always been held to prohibit branch banking, by 
establishing branches in the home city. These developments cen- 
ter attention upon the California situation. 

The purpose of this paper is not primarily to set forth the 
writer’s views upon branch banking but to present the facts 
concerning the situation at the present time. California con- 
ditions are especially examined because of their significance and 
because of the writer’s special opportunity for studying the situ- 
ation in the state. Branch banking has been tried but a com- 
paratively short time in California so that tentative conclusions 
only can be drawn from the experience of her banks. 

Experience with branch banking.—While branch banking is 
little practiced in our American states it is characteristic of 
banking systems in practically all other commercial nations. 
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Commercial banking in Canada is carried on by seventeen 
chartered banks consisting of 4,851 branches (as reported in 
February, 1922). Of these branches 154 are located outside of 
the Dominion and the remainder are domestic offices. There is 
no central bank in Canada, nor any institution similar to our 
own Federal Reserve banks. European systems can best be 
characterized as made up of a few large banks with branches 
headed up by a quasi-public central bank. The English system 
is typical of this class. On December 31, 1920, there were in 
England twenty joint-stock banks and five private banks. The 
joint-stock banks had 7,257 branches. The Bank of England has 
only eleven branches in England and none in foreign countries.’ 

Early banking in America also furnished many examples of 
branch systems. The First Bank of the United States had eight 
branches and the Second Bank of the United States had twenty- 
five branches. The state banks of Indiana, Ohio, and Iowa were 
typical branch systems. The Free Banking System of New 
York was the chief model for the national system. Control of 
note issue was accomplished in the Free Banking System by 
allowing each bank to obtain a separate charter and protect its 
note issue by the deposit of bonds. Following this model the 
national law, therefore, provided for unit banks and bond-secured 
currency. The Federal Reserve Act provided for foreign 
branches of national banks, under certain limitations, but made 
no reference to domestic branches. Federal Reserve banks 
were given authority to establish branches, and twenty-three 
branches have been established by the twelve reserve banks. 
The experience with these branches has been entirely satis- 
factory. 

Branches of national banks.—The national banking law makes 
no provision for branches of the banks created thereunder, but 
there is nothing in the language of the statute which expressly 
prohibits national banks from establishing branches. Section 
5134 of the Revised Statutes requires the organization certificate 
to specify among other things: ‘“‘The place where its operations 
of discount and deposit are carried on, designating the state, 


* As reported in the banking number of the London Economist, May 21, 1921. 
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territory, or district, and the particular county, or city, town, or 
village.”’ 

It is further provided (Sec. 5190) that ‘The usual business 
of each national banking association shall be transacted at an 
office or banking house located in the place specified in its 
organization certificate.” 

The national banking Jaw gives the Comptroller ample power 
of control and regulation over the general business of the banks. 
The fact that he is not given any specific power to regulate the 
establishment and conduct of branches seems clearly to indicate 
it was not the intention of Congress to authorize the establish- 
ment of branches. This view is further supported by the fact 
that the law has specifically permitted state banks, when con- 
verted, to retain their branches (Sec. 5155). The attitude of 
Congress is further shown by the act of May 12, 1892, providing 
that any national bank in Chicago, under specific authorization, 
could conduct a banking office on the exposition grounds. A 
similar act was passed for St. Louis at the time of the Louisiana 
Purchase Exposition. The law must ultimately be interpreted 


by the courts rather than by subsequent acts of Congress, but 
these sections and amendments indicate rather clearly the atti- 


tude of the law-makers. 

The construction of the law by the Comptroller has been uni- 
formly that a national bank must transact its usual business in 
one office. In 1911 the Lowry National Bank of Atlanta, Geor- 
gia, requested permission to establish a branch office in the city. 
An opinion was asked of the Attorney-General by the Treasury 
Department. J. A. Fowler, assistant to the Attorney-General, 
wrote the opinion which was approved by Attorney-General 
George W. Wickersham, denying the right of a national bank to 
establish a branch for the purpose of carrying on a general bank- 
ing business.‘ No case appears to have been brought in the 
courts testing the right of a national bank to establish branches. 
In his opinion Mr. Fowler cited the case of the Oakland County 
Bank, which was established by a special act of the legislature 
of Michigan and later opened a branch in Detroit. There was 


* Opinions of the Attorneys General, XXIX, 81. 
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no specific prohibition against branches but its action was held 
to be illegal by the courts.‘ On the other hand the courts have 
clearly recognized the distinction between a mere agency for 
the transaction of a particular business, such as the purchase of 
bills of exchange, and a branch bank for carrying on a general 
banking business. The power to establish agencies has been 
sustained by the courts.’ 

The Solicitor of the Treasury has also held that a national 
bank may not establish a branch or agency for the purpose of 
receiving deposits and cashing checks.? 

The fact that the law as interpreted has stood in the way of 
the direct establishment of branches by the national banks 
has not prevented them from acquiring chains of branch banks 
indirectly. Three principal methods have been used to bring 
this about: First, national banks formerly state banks, when 
converted, have continued to operate branches; second, state 
banks having branches have been consolidated with national 
banks; third, an affiliated state bank or trust company is organ- 
ized and owned by the same stockholders for the purpose of 
establishing branches. 

In his 1921 report the Comptroller lists (p. 107) twelve 
national banks which fall in the first group—those which had 
branches when converted from state banks. With one excep- 
tion these banks all have their branches located within the same 
city as the parent bank. The exception is the Bank of California, 
National Association, of San Francisco. This bank has branches 
at Portland, Seattle, and Tacoma. It is an old institution and in 
the gold days maintained branches at Virginia City and New York 
in order to dealin bullion. It subsequently closed these branches 
and found other means of handling this part of its business. In 
1905 the Bank of California, then a state bank, consolidated with 
the London and San Francisco Bank, an English institution with 
head office in London and branches in San Francisco, Portland, 
Seattle, and Tacoma. In February, 1g1o, the Bank of California 

* People v. Oakland County Bank, 1 Douglass 282, 288. 

? Bank of Augusta v. Earle, 13 Pet. 519. 


3 Pratt's Digest, edition 1920, p. 100. 
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became a national association, bringing with it into the system 
the three northern branches. This bank has specialized in hand- 
ling grain exports to European countries and finds these branches 
essential in handling the accounts of large exporting firms which 
have their offices in these four exporting cities. 

Only five national banks are operating branches as a result 
of consolidation with state banks.'. Three of these are large 
New York banks and these three together with three other New 
York City banks, converted from state banks, operate an aggre- 
gate of forty branches. The existence of those branches is 
largely responsible for the popular but erroneous idea that 
national banks have a right to establish branches under certain 
limitatons. It does make it possible for a national bank to 
operate branches but it does not enable a national bank to estab- 
lish any additional branches. 

No data are available as to the number of national banks 
indirectly operating branches through affiliated state banks or 
trust companies. Such cases have not been uncommon in states 
which accord to state banks the privilege of establishing branches. 
In California there are several examples of national and state 
banks under joint ownership where the state institution operates 
a chain of branches. For instance, the First National Bank of 
Berkeley controlled a chain of branches in the city through the 
Berkeley Bank of Savings and Trust Company. The First 
National Bank of Los Angeles and the Los Angeles Trust and 
Savings Bank are under one ownership and this institution has 
been one of the most active in the recent extension of branch 
banking in California. 

In these three ways, therefore, national banks have succeeded 
in getting around the law which has stood in the way of their 
establishing branches. Although no figures are available there 
are probably more branches operated through affiliated state 
institutions than by either of the other two methods. Where a 
national bank has succeeded to the business of a state bank with 
branches, or consolidated with a state bank, the possibility of 


‘ Under authority of the consolidation act of November 7, 1918. See Report 
of the Comptroller of the Currency, 1921, pp. 108-9. 
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further extending its branch system is at anend. Moreover, it 
may prove very expensive to acquire a state bank for this pur- 
pose. 

Believing that the national law may fairly be construed to 
allow a bank to establish branches in its home city, W. A. 
Bonynge, president of the Commercial National Bank of Los 
Angeles, has set up several agencies, or branches, in Los Angeles. 
This action followed a conference which Mr. Bonynge and his 
attorney held with Comptroller D. R. Crissinger at Washington. 
The Commercial National Bank now has in operation three 
of the branches, the establishment of which has been formally 
approved by the comptroller. Instead of branches these will 
be known as agencies. But the name means little, for it is the 
purpose of the officers of the bank to receive deposits, pay 
checks, and carry on such other banking functions as they deem 
expedient at these agencies. If the establishment of branches 
should be held to be illegal the obvious remedy is to convert into a 
state bank. This the bank’s president states he will do rather 
than give up the right to operate branches. The test of the 
national law upon this point is attended, therefore, with compara- 
tively little risk to the Los Angeles bank. But the possible conse- 
quences of the action are quite far-reaching. If it is lawful for a 
California national bank to establish branches, it is equally so for 
national banks in other states, even where state banks are not 
accorded that privilege. State banks will then feel that they 
are subjected to unfair competition. Conditions will be just 
the reverse of those now existing in California and other states 
where state banks are free to establish branches and national 
banks are not accorded a like privilege. 

The obvious solution appears to be to amend and clarify the 
national law in the interest of justice and uniformity. National 
banks located in states which allow state banks to establish 
branches should be granted the same right. At the last annual 
meeting of the American Bankers’ Association (held at Los 
Angeles, October, 1921) the National Bank Division adopted a 
resolution requesting Congress “to so amend the National Bank 
Act as to permit national banks to maintain and operate branches 
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within the corporate limits of the cities in which the head offices 
of such national banks are located, to be confined, however, to 
states in which state chartered institutions are authorized to 
have branches.’”* 

The writer sees no valid reason why this request of the 
national bankers should not be granted. In fact it appears that 
Congress should go farther and allow them the same privileges as 
are accorded to state banks in the various states. It will be 
necessary, if California national banks are to be placed on a 
footing of equality with state banks, to allow national banks to 
establish branches anywhere within the state. 

If this is not done the national system seems bound to suffer 
a relative decline. The superintendent of banks in California 
reported that during the fiscal year ended June 30, 1921, nine 
national banks joined the state system and six state banks con- 
verted into national banks. The net gain to the state system in 
aggregate assets was $55,511,000. This tendency has been 
continuing since that time. 

National banks do not appear to have converted into state 
banks for the purpose of establishing branches of their own but 
have come into the state system principally as branches of state 
banks. For instance, when the Mercantile Trust Company of 
San Francisco recently acquired the First National Bank of 
Berkeley, it withdrew from the national system an institution 
which on September 6, 1921, reported over $6,000,000 of total 
resources.4 Seven national banks are included in the group to 
be merged with the Los Angeles Trust and Savings Bank.‘ 
These larger state banks are members of the Federal Reserve 
System. In this way they get practically all the advantages of 
national organization. Approximately fifty state banks in Cali- 


fornia are members of the Federal Reserve System.° Twenty- 





* Journal of the American Bankers’ Association, November, 1921, p. 405. 
? Report of the Superintendent of Banks, 1921, pp. 24, 25. 

3 Coast Banker, April, 1922, p. 388. 

4 Report of the Comptroller of the Currency, 1921, p. 483. 

S Bulletin of the California Bankers’ Association, May, 1922, p. 159. 


® Coast Banker, March, 1922, p. 290. 
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five of these with total resources of $720,544,000 on December 
31, 1921, were operating branches. These twenty-five banks 
represented 46 per cent of the resources of the state system. 

Branches of state banks.—Continuous data concerning the laws 
of the states generally in regard to branch banking are not avail- 
able. In 1910 Professor George E. Barnett, investigating for 
the National Monetary Commission, reported that the laws of 
nine states permitted branches of state banks, eight states spe- 
cifically prohibited branches, and in the remainder the law was 
silent. In the majority of states where there was no specific 
provision for branches they were held to be unlawful. 

The Federal Reserve Bank of San Francisco has just com- 
pleted a digest of the laws of the several states relative to branch 
banking. Data were obtained directly from the other Federal 
Reserve banks concerning the laws of the states in their district. 
Through the courtesy of the officers of the Federal Reserve 
Bank of San Francisco this digest was available to the writer 
and a summary of it is presented herewith: 


SUMMARY OF THE LAWS OF THE SEVERAL STATES 
RELATIVE TO BRANCH BANKING 











Permitted Prohibited No Specific Provision 

*Arizona Alabama *Arkansas 

California Colorado District of Columbia 

Delaware Connecticut Florida 

Georgia Idaho Illinois 

Louisiana Indiana Iowa 

Maine Missouri Kansas 

Massachusetts New Hampshire |tKentucky 

Mississippi New Jersey *Maryland 

New York New Mexico *Michigan 

North Carolina | North Dakota Minnesota 

Ohio Oregon Montana 
{Pennsylvania South Dakota Nebraska 

Rhode Island Texas Nevada 

South Carolina | Utah Oklahoma 

Tennessee Washington Vermont 

Virginia Wisconsin West Virginia 

Wyoming 











* Branch banking is practiced. 
t Power denied by the courts but there is one bank having branches. 
t Only by special act of the legislature. 
t State Banks and Trust Companies since the Passage of the National Bank-Act. 
Publications of the National Monetary Commission. Senate Document No. 659, 
61st Congress, Second Session. 





HOWARD H. PRESTON 


Classification of states according to whether or not branch 
banking is permitted is difficult. Exceptions are numerous and 
the lack of specific provisions in the law places some states in an 
uncertain position. It will be noted that the laws of sixteen 
states now prohibit branch banks, seventeen states permit them, 
and in fifteen states and the District of Columbia there is no 
specific provision in the law. Of the fifteen states in the laws of 
which there is no specific reference to branches, four practice 
branch banking to some extent and the other eleven do not 
now allow branches of state banks. This increases the total 
number of states in which branch banking is not tolerated to 
twenty-seven, and of those in which it is apparently allowed in 
some form to twenty-one. The laws of some states, for example, 
New York, Massachusetts, and Ohio, permit branches only in 
the same city. Branches are now permitted in New York only 


in cities of 50,000 or more. 

In some states where branches are now prohibited, banks 
are still operating branches established prior to the passage of 
the present law. Professor R. B. Westerfield shows that state 


banks in at least twenty-three states were operating branches in 
1920.’ Alabama, New Jersey, Washington, Wisconsin and Indi- 
ana, are states having branch banks, according to his compila- 
tion, the laws of which now prohibit the establishment of new 
branches. These states cut off the right of banks to establish 
branches in the years 1911, 1915, 1919, 1919, and 1921, respec- 
tively. A comparison of the 1922 figures with those of Professor 
Barnett for 1910 shows a gain in the number of states in which 
branch banking is being practiced. 

Banks have sometimes been brought under single control 
even in states where branches are not permitted. A national 
bank is prohibited from owning the stock of another bank and 
the laws of a majority of the states also prohibit state banks from 
owning the stock of other banks. But it is almost impossible 
to prevent the ownership of several banks by the same person 
or group of persons or a holding company formed for this purpose. 


® Banking Principles and Practice, 1, 298. 
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In this way ‘“‘chains” of banks have been maintained in spite of 
prohibitory laws. 

Branches of state banks in California.—The Bank Act of Cali- 
fornia provides that branch offices may be established with the 
written approval of the superintendent of banks. He is directed 
to give such approval only when “‘he has ascertained to his satis- 
faction that the public convenience and advantage will be pro- 
moted by the opening of such branch office.’’ 

When the branch office is to be opened in the city where the 
principal office of the bank is maintained the bank must have 
$25,000 capital for each branch in excess of the minimum require- 
ment for a state bank in that city. For each branch, other than 
a trust company, outside of the principal place of business the 
capital must be at least equal to the amount required for an 
independent bank at the place where each branch is established. 
In other words, a San Francisco bank which wishes to establish a 
branch in Berkeley must have a minimum capital of $300,000 
plus $100,000 for the Berkeley branch, this being the amount 
required for separate institutions in these cities. 

The law further limits the extension of business upon a given 
capital by fixing a minimum percentage of capital and surplus 
to deposit liabilities, graduated according to the volume of 
deposits. In commercial banks the proportion ranges from 10 
per cent of deposits up to and including $2,000,000, to 5 per cent 
of deposits in excess of $5,000,000. In savings banks the propor- 
tions are graduated down from ro per cent on deposits of $1,000,- 
ooo or less to 1 per cent on deposits in excess of $25,000,000.? 
Since a branch system is treated as a unit this principle of 
graduation enables a bank having fifty branches to carry on a 
given volume of business with less capital and surplus than if 
the system consisted of fifty unit banks. 

As a matter of fact there does not appear to be any tendency 
for the banks to utilize this possibility. An examination of the 
statements of the larger banks shows that they have capital 

t Bank Act of California, Section g. 


2 Tbid., Section 19. 
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and surplus far in excess of the minimum requirements. Gener- 
ally speaking the capital is increased as the number of branches 
increases. It is true, nevertheless, that many mergers result in 
a temporary decrease in banking capital, since stockholders of 
the bank to be absorbed are paid in cash or by stock in the larger 
bank, which stock the directors have obtained for this purpose 
by purchase in the market. The combined capital is thus 
reduced by the amount of the capital of the bank absorbed. 
This has been done in more than one of the recent consolidations. 
Another method, used by at least one of the Los Angeles banks, 
is to exchange unissued stock in the main bank for the stock of 
the bank to be absorbed. Authorized stock is held in the treas- 
ury which may be used for this purpose. 

At the present time (May, 1922) there are seventy-nine state 
banks in California operating 254 branch offices. Of these 
branches 151 are in cities other than those in which the banking 
corporations maintain their principal place of business. The 
remaining 103 branches are in the same city as the head office of 
the bank. 

The general policy of the superintendents has been to sanction 
the establishment of branches in outside cities only through the 
acquisition of existing institutions. In the case of branches or 
agencies in the same city very little restriction has been imposed 
upon the action of the banks. The purpose of the policy of 
limiting the extension of banking offices in country towns is to 
protect the banks and public against the evils of excessive 
competition. Exception has been made when local conditions 
seemed to warrant the establishment of another bank. 

Metropolitan branch banking.—In discussing branch banking 
in California different types of development must be recognized. 
Distinction must be made between what might be called metro- 
politan branch banking and state-wide or district branch bank- 
ing. 

In the larger cities of the state, chiefly San Francisco and 
Los Angeles, there has been quite a marked development of what 
can best be described as metropolitan branch banking. This 
type of branch system is found in several other cities of the 
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United States so that California’s experience in this respect is not 


unique. 


Convenience of patrons is the primary cause of the 


growth of this type of branch banking. The following list 
includes the principal banks of this type, but does not include the 
Bank of Italy and the Los Angeles Trust and Savings Bank, 
which are also operating numerous metropolitan branches: 


LIST OF PRINCIPAL BANKS ENGAGED IN “METROPOLITAN” 
BRANCH BANKING WITH NUMBER AND LOCATION OF 
BRANCHES, MAY 22, 1922 








BANK 


Heap OFFICE 


BRANCHES 





Location 


Number 





California Bank............ 


Citizens Trust and Savings... 


Hellman Commercial Trust 
eee 


Security Trust and Savings. . . 


Anglo-California Trust Com- 
Mercantile Trust Company... 
San Francisco Savings and 


LOGR SOGBUF s «.<...00 5006 


American Bank...........0..05 


Oakland Bank of Savings. ... 





Los Angeles 


Los Angeles 


Los Angeles 


Los Angeles 


San Francisco 


San Francisco 
San Francisco 


Oakland 


Oakland 





Los Angeles 
Hollywood 
San Pedro 
Santa Monica 
Sawtelle 
Van Nuys 
fLos Angeles 
| Hollywood 
Los Angeles 
Blythe 
Redlands 
Riverside 
San Pedro 


(Los Angeles 
| Glendale 
Ee 


Huntington Beach 


Long Beach 
Pasadena 


South Pasadena 


San Pedro 


San Francisco 
fSan Francisco 
| Berkeley 


San Francisco 
( Oakland 
Berkeley 
Im odesto 
fOakland 
| Berkeley 
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A distinction may even be made between the banks in the 


foregoing list. 





Some of them have confined their operations 
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almost entirely within the corporate limits, others, notably the 
Security Trust and Savings Bank of Los Angeles and the Mer- 
cantile Trust Company of San Francisco, are looking to a wider 
area of development. There is nothing to prevent any of these 
banks from extending the field of their operations to a still larger 
zone or area. 

The development of “metropolitan” branch banking has 
been most notable in Los Angeles. The leadership has been 
taken by the California Bank which has been developing its 
branch system for seventeen years. In recent months the exten- 
sion has been very rapid on the part of several of the banks. 
Two circumstances appear to make for the popularity of branch 
offices in Los Angeles. The chief business and financial area of 
the city is very restricted, the leading stores, offices, and banks 
being located within a few city blocks. Traffic congestion is so 
great that it is very difficult for the suburbanite to drive in with 
his car and get parking space near his bank while he transacts his 
business. For this reason some of the leading retail establish- 
ments have also found it advantageous to decentralize. The 
second factor is the large area within the city limits. 

Many of these branches are at present simply “service sta- 
tions’ and not banks in the full sense. Of the twenty-seven 
branches of the California Bank, outside of the head office, only 
three carry on all banking functions. All of them receive de- 
posits and pay checks. It is the loaning function which is 
restricted to the leading offices. Obviously this is the phase of 
banking which requires experience and discretion and cannot be 
safely delegated to a clerk. Even in those branches where loans 
are not made, however, the borrower may file his application at 
the agency and have it forwarded to the head office where it will 
be acted upon the next day. In this way the borrower may save 
a trip to the downtown office. The note itself and the credit 
information pertaining to it are filed in these instances at the 
head office. 

The policy of the Security Trust and Savings Bank on the 
other hand is to give to its branches full banking functions. 
There are only two of its branches which at present do not have 
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independent power of making loans. Most of its managers are 
vice-presidents of the bank. Loans are made by them in the 
same way as at the head office. As members of the loan commit- 
tee of the bank they pass upon loan applications which come in 
to the head office. Loans made at the branches are dealt with in 
the same manner. Naturally many loans are granted by the 
loaning officers in the head office and at the branches without 
first being passed upon by the loan committee. Small loans, 
loans of unquestioned quality, loans where the borrower’s 
general credit line has already been approved, are all freely made 
in either place. By this method the loaning policy of the entire 
system is co-ordinated and the patrons of a branch are dealt with 
the same as those at the head office. 

It is very doubtful if present conditions in Los Angeles war- 
rant the establishment of so many banking institutions. How- 
ever it is the testimony of officers of the California Bank, which 
has been longest in the field, that practically every one of its 
branches is self-supporting and that in the aggregate they are 
profitable business getters. The present scramble on the part of 
all of the banks to obtain locations for branch offices confirms 
this testimony. The superintendent of banks has imposed 
practically no restrictions upon the extension of branches within 
the city. While he is of the opinion that the number of banks 
is unnecessarily large he has not been able to bring about any 
practicable plan of development along other lines. The result 
is an “open season”’ for establishing branch offices. It appears 
not to be feasible and might prove unlawful for the interested 
bankers to divide the territory and thus avoid duplication and 
wasteful competition. The banks which would prefer not to 
expand their branch system so extensively are confronted with a 
condition and not a theory. Theoretically the unit bank with a 
limited number of strategically located branches would be more 
economical. But the actual condition is that banks pursuing 
this policy are losing deposits to the bank with conveniently 
located branches. 

Whether or not the ‘“‘service station” type of branch can 
continue indefinitely has not been fully demonstrated. It is 
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the opinion of some bankers that eventually these branches will 
be forced by competition to add other banking functions until 
they become full banks. There is no disposition on the part of 
the banks which are creating this type of branches to resist this 
tendency if the demand calls for other services. Substantial 
bank buildings are being built in many cases which indicates 
the purpose of the founders to make the branches permanent. 
As the districts in which they are located develop they expect to 
expand their functions. Certain residential, retail, or factory 
districts may never need a bank prepared to make loans inde- 
pendently but will prove very profitable locations for carrying on 
receiving and paying functions. 

Branch banking by economic districts —The Bank of Italy,' 
with head office in San Francisco, is the only bank which has 
anything approximating a state-wide system. Its network of 
about sixty branches and affiliated banks covers all the larger 
cities of the state. The Bank of Italy is the leader in the branch- 
banking movement in California in number of branches as well 
as in area covered. Through an auxillary corporation it also 
controls the East River National Bank and the Commercial 
Trust Company of New York. 

Any analysis of the causes of this type of branch development 
cannot ignore the part played by the aggressive policy of the 
Bank of Italy. This bank was founded in 1904 and on March 
10, 1922, reported total resources of $196,927,012. Data are not 
available showing the aggregate resources added to the institu- 
tion through the absorption of existing banks but this has con- 
tributed very largely to the growth of its volume of business. 

Representative banks covering a more limited economic area 
are also shown in the map. In extent of area covered the Los 
Angeles Trust and Savings Bank ranks next to the Bank of 
Italy. This bank is affiliated with the First National Bank of 
Los Angeles, through joint ownership of stock. The two Los 
Angeles institutions are not housed in the same building but 
carry on their banking functions in the city separately. The 

«The Bank of Italy is not a foreign-owned corporation but its president, 
A. P. Giannini, and many of its officers are of Italian extraction. 
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Los Angeles Trust and Savings Bank has been authorized to 
operate approximately thirty-five branch offices in the metropoli- 
tan district, some of which have not yet opened for business. 
The two Los Angeles banks have also affiliated with themselves 
during the past two years sixteen banks which formerly operated 
as independent institutions.‘ These banks are all located in 
southern California (see map p. 510), the most remote from 
the head office being at Fresno, approximately 275 miles from 
Los Angeles. 

It is the policy of the officers of the Los Angeles Trust and 
Savings Bank to confine their system to territory regarded as 
tributary to Los Angeles and not to undertake to create a state- 
wide system of branches. Fresno is somewhat nearer to San 
Francisco than to Los Angeles but it has important commercial 
relations with both cities. It is the largest city in the San 
Joaquin Valley and the center of the raisin packing and has 
other important producing industries. The Bank of Italy has 
maintained a branch there for several years and has recently 
acquired the First National Bank also. 

The Sacramento-San Joaquin Bank, also shown on the map, 
has its principal office in Sacramento and confines its operations 
to a limited portion of the area of the rich Sacramento and San 
Joaquin valleys. Other examples may be found of banks in 
interior cities with branches in the adjacent towns. Usually 
only a few branches are maintained, as for instance the Valley 
Bank of Fresno has branches in two nearby towns. 

Arguments for branch banking—The factors which have 
brought about the system of metropolitan branch banking in 
California have already been analyzed. Similar development is 
found in other states, notably New York. In the growth of 
‘zone banking” California has had a unique development. It 
is in this field especially, therefore, that the California experience 
is of greatest interest. 

Among the economic causes which have had a part in the suc- 
cess of branch banking is the ability of branch banks to make 
larger loans than can purely local banks. The producers of 


* Bulletin of the California Bankers’ Association, May, 1922, p. 1597. 








@ Bank of Italy and branches 
@ Los Angeles Trust & Savings Bank and branches 


*§ Sacramento-San Joaquin Bank and branches 


Fic. 1.—Map of California showing larger systems of branch banks. (Pre- 
pared by the Federal Reserve Bank of San Francisco.) Data as of July 1, 1922. 
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California no longer market their own crops in small lots. Co- 
operative marketing has brought together the producers in large 
economic units. This means that the size of a single loan 
required in fruit-growing sections is too great for the country 
bank to handle. In Fresno, e.g., a bank with $1,000,000 capital 
and surplus would be regarded as a fairly large bank. But 
the law limits an individual loan by a bank of this capital to 
$100,000. Fresno is the center of the raisin industry and has 
other important fruit-packing industries. The co-operative 
growers’ associations have divided their banking business among 
the banks of the community, but even under these conditions 
the demand upon each bank far exceeds the loan limit of the 
ordinary local bank. The branches of the large systems which 
have extended into that section, on the other hand, may loan, 
upon proper security, any amount which the head office is allowed 
by law to loan to the same borrower: Under the branch system 
therefore borrowers in Fresno have direct connection with the 
largest banks of San Francisco and Los Angeles. The same 
condition prevails in other cities. The Bank of California, 
National Association, has capital and surplus of over $17,000,000 
which gives it a loan limit of over $1,700,000. This great loaning 
power is a tremendous advantage to it in financing large grain 
shipments. 

Moreover, there are seasonal demands which local banks are 
unable to take care of from their own resources. In the past 
they have called upon their city correspondents for assistance in 
carrying these loans. More recently the rediscount privileges of 
the Federal Reserve System have also been availed of for the 
same purpose. In this respect a branch system has some advan- 
tage in that it can shift funds from sluggish to active com- 
munities. 

A further advantage which the advocates of branch banks 
have claimed for the system is the ability to offer more favorable 
interest rates to borrowers. The general tendency in rural 
communities is to keep the rate of interest fixed at a point which 
is almost invariable regardless of conditions in the general money 


market. Fluctuations in interest rates and differences in rates 
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upon different classes of paper are uncommon. When a city 
bank acquires a branch in a rural town or city it conforms its 
loaning policy in general to that in use in the main office. In 
some communities in California the immediate effect of the 
establishment of a branch has been to reduce interest rates for 
the better class of loans. Whether or not this has been solely 
to attract new business and will be discontinued when the 
business has been built up cannot now be predicted. 

A branch bank also has certain advantages in the assembling 
and interpreting of credit information. The responsibility for 
the loaning policy is centralized in the hands of a few men who 
are expert bankers. Small country banks cannot secure the 
information that is available in large institutions. Frequently 
its officers are not skilled in analyzing a borrower’s statement. 
Under the branch system local managers must of necessity be 
allowed a large amount of discretion in the making of loans. But 
these men are either carefully trained at the main office before 
being trusted with this responsibility or they are men of tested 
banking experience who were retained when the parent bank 
took over an institution that was already established. 

It is believed by some students that better credit control is 
possible in time of stress through a system of branch banking. 
Professor J. F. Johnson has pointed out that the unity of the 
Canadian system enabled the banks to better prepare for the 
crisis of 1907. In Canada there was a gradual contraction of 
loans after June 1 and no panic was felt in the fall although con- 
ditions there and in the United States were substantially the 
same.’ Professor E. R. A. Seligman, at the last meeting of the 
American Economic Association expressed the opinion that 
credit inflation when nearing the crest of a boom period can best 
be controlled by the substitution of branch banking for the 
present competitive conditions among the thirty thousand 
American banks.? The Federal Reserve System has demon- 

t Joseph French Johnson, The Canadian Banking System. Publications of the 


National Monetary Commission, Senate Document No. 385, 61st Congress, 
Second Session. 


2 American Economic Review, XII (March, 1922), No. 1, 24. 
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strated its ability to meet a more serious situation than con- 
fronted the banks in 1907. It is believed that panic control has 
thus been attained but this does not mean that periods of stress 
will not be experienced. California’s branch system is not suffi- 
ciently universal to form the basis for any valid conclusion upon 
this point. During the past two years only two state banks 
have closed and one of these has been reopened upon an entirely 
solvent basis but favorable economic conditions rather than 
branch banking appear to account for this splendid record. 

The advocates of branch banking hold that the depositor 
is better protected by a branch system. Adverse local condi- 
tions which might wreck a single bank would not cause the failure 
of the entire system. It is unquestionably true that many bank 
failures are of small banks and would be prevented by a branch 
system. It is also true that should a failure occur in a branch 
system the consequences would be more serious and far-reaching. 
Internal examinations are essential in a branch system and ably 
supplement the scrutiny of the public supervisorial authority. 
Burglary and hold-ups are less likely to occur at a branch, since 
surplus cash and all bond investments are held in the vaults of 
the head office. 

Objections to branch banking.—The question of personnel is 
crucial in any branch banking system. At this point American 
experience has little to offer as yet and conditions here are so 
unlike those in foreign systems that we cannot safely draw con- 
clusions from elsewhere. The young man who enters the service 
of a bank in England or Canada expects to go wherever he may 
be sent in the line of service. The assistant manager of an 
American branch of a Canadian bank informed the writer that 
he has already served in half-a-dozen different branches in his 
progress to his present position. No such tradition has been 
built upon among American bank employees. 

Officers of the Bank of California testify that they have 
experienced considerable difficulty in getting men in the San 
Francisco bank to accept appointments in the northern branches, 
even when the salary was enough higher to warrant the change. 
The banks operating branches throughout California do not 
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appear to have found any difficulty in taking care of the situation 
up to the present time. Many of the local branches are manned 
by the staff already in charge when the institutions were taken 
over but no difficulty has been experienced when it has been 
necessary to transfer men from the larger offices to manage local 
banks. The test will come when the management must be 
recruited from men who have not proved their fitness by the 
successful conduct of independent banks. The supporters of 
branch banking hold that a branch system offers the ambitious 
young man superior training and opportunity for advancement. 
They anticipate, therefore, that better bank management will 
result from the spread of branch banking. 

One of the strongest popular objections to branch banking is 
the fear of concentration of financial resources. Larger banking 
units are inevitable under a branch system but it does not follow 
that monopoly of banking will result. Canada has not experi- 
enced this condition and there is no indication of a banking 
monopoly in California. At present stock in the larger branch 
systems is widely distributed. The stockholders in local banks 
have been encouraged to exchange their stock for stock in the 
larger system. On the other hand it is probably true that local 
stockholders have little actual direction of the bank’s affairs, 
since their holdings, even if large in the bank which was ab- 
sorbed, constitute a small minority in the large branch system. 
Moreover, it appears likely that the amount of locally owned 
stock will decrease as time passes. 

This fear of centralized control of banking resources has been 
increased in California by the possibility of indirectly combining 
banking with other industrial and commercial enterprises. 
Several of the larger banks with branches have organized sub- 
sidiary corporations which are owned by the same stockholders. 
Since these corporations are not chartered under the Bank Act 
they have wider latitude in the range of business activities which 
they may carry on. One of the larger banks earlier engaged in 
the insurance business by means of its auxiliary corporation. 
This action met outside opposition and has been discontinued. 
The present tendency, therefore, appears to be to confine the 
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activities of the subsidiary organization to facilitating strictly 
banking functions. They may be used to assist in the acquisition 
of additional branches, to hold real estate, to take over doubtful 
assets thus enabling the bank to charge off the same, and to 
operate the bond and investment department of the bank. 
The possibility of creating such a corporation is not confined 
to a bank with branches and it is not essential to branch banking. 
The connection between the two, however, has contributed to 
the opposition to branch banks on the ground that it will inevit- 
ably result in financial concentration. 

Branch banking encounters strong opposition based upon 
local pride and sentiment. The American system of unit banks 
with close personal interest in local development and an intimate 
personal feeling between banker and client have doubtless been 
powerful factors in the development of the United States. The 
fear that this will be lost through a branch system and the needs 
of the community sacrificed in order to meet the demands of 
enterprises fostered by the main bank is deep-seated. The local 
banker is a permanent resident in the community in contrast 
to the branch manager who may stay only a few months or years. 

The psychology of this situation is important. Local preju- 
dice has been used in California against the branch banks. This 
prejudice appears, however, to be based more upon sentiment 
than upon actual conditions. Frequently the management of a 
locally owned bank is allowed to stagnate. The young branch 
manager knows that his personal advancement depends upon his 
success in securing the good will of his community. One of the 
best ways to do this is to impress upon the people of the com- 
munity, where he is located, that the bank is looking out for their 
interests. Where the former management is retained the 
strength of the “home bank” argument is largely lost. The 
latter arrangement has been so largely the method used in Cali- 
fornia mergers that the conditions there do not yet afford a test 
of this contention. Even where an outside representative is 
sent in as branch manager, there are still a large group of local 
stockholders, a local advisory committee, and many local 
employees. 





516 HOWARD H. PRESTON 


Closely connected with this argument is the contention that 
funds will be drained from the country to the city. In Canada 
the banks have shifted money from the older eastern communities 
to the western provinces where higher interest rates prevail. In 
California there is no marked tendency in either direction. 
Country banks in the United States have learned the possibilities 
of buying commercial paper and utilize this outlet for all of their 
loanable funds. They also look to city correspondents and the 
Federal Reserve banks to assist in meeting seasonal local demands. 
Some banks are almost constantly owners of large amounts of 
outside paper and bond investments. Others find it necessary 
to rediscount rather frequently. The same conditions prevail 
in the branch systems of California. Some branches usually 
have more deposits than local loans; others are constantly debtor 
to the head office. In still others there are seasonal shiftings. 
If anything the branch system appears to have facilitated the 
placing of funds where the most active demand exists. 

Branch banking has inevitably tended to disrupt existing 
correspondent relations between banks. Usually the bank which 
is absorbed into a branch system has not been a correspondent 
of the bank of which it becomes a part. In so far as the city 
banks have specialized in country bank accounts they will lose 
part of their business, unless they, too, establish branches. 
Country banks in the producing sections have usually maintained 
correspondent relations with banks in San Francisco, Los 
Angeles, and often in Eastern cities. It is possible that the 
change in correspondent arrangements will work adversely in 
the matter of securing funds to meet seasonal demands. In any 
event it raises the question of how the city bank, without 
branches or country correspondents, can participate in the neces- 
sary and profitable financing of the fruit production of the state. 

The bankers’ organizations have generally opposed branch 
banking. In 1916 the American Bankers’ Association voted 
upon and rejected a resolution supporting branches of national 
banks. In the 1921 convention the National Bank Division 
passed a resolution asking Congress to place them on a basis of 
approximate equality with state banks in this matter. This was 
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simply in the interest of justice and not an expression upon 
branch banking as such. In fact some supporters of the resolu- 
tion stated that they were opposed to the principle of branch 
banking. The State Bank Division, at the same meeting, 
adopted a resolution opposing branch banking of any kind.' 
This view, however, is by no means unanimous among bankers. 
The numerical strength of the opposition is easily explained since 
there are now about 30,000 unit banks in the United States. 

Summary.—This investigation into branch banking shows 
that national banks in some states are unfairly handicapped by 
their inability to establish branches. The law should be 
amended and all uncertainty as to their right to establish 
branches cleared up. Since an indirect method already exists 
for them to get branches a direct method should be provided. 
Branch banking has spread in the United States during the past 
decade although several states meantime have taken action 
prohibiting any further branches. In many states branch bank- 
ing is limited to a single community. The primary reason for 
this development is the convenience of patrons. The possibilities 
of this type of branch banking are very limited and little objec- 
tion is raised against it. 

California banks are making the experiment with branch 
banking over a wider geographical area. The development is too 
recent to afford a basis for final conclusions. It has proved 
successful where tried and is spreading throughout the state. 
It appears probable that there will be a still further development 
of branch banking in the United States. For this reason the 
experience of California banks will be watched with unusual 


interest. 


Howarp H. PRESTON 
UNIVERSITY OF WASHINGTON 


* Journal of the American Bankers’ Association, November, 1921, pp. 405, 
410, 421. 











THE ECONOMICS OF UNIONISM 
Economists have usually discussed the possible effect of trade 
unions on wages in terms of static conditions. Given certain 
natural resources, a certain development of the arts, a certain 
supply of capital, and a certain population, what effect can trade 
unions have upon general wages? If competition works 
perfectly, the answer is that trade unions can have no effect on 
general wages. If competition does not work perfectly, they 
may help to secure the wages that would have obtained under 
ideally competitive conditions. ‘‘Labor organizations are thus 
effective toward securing ‘fair wages’; that is, the current or 
market rates determined under the conditions of competition. 
Under the régime of private property and competitive 
industry, this is doubtless all that unionism can achieve in 
raising wages.’’* ‘Generally speaking, then, bargaining does 
not seem to act upon wages with the force recently attributed 
to it, and does not seem to limit in any marked degree the 
dominance of the principle of marginal significance.”? ‘No 
one denies the importance of organized bargaining power on the 
part of labor. Its importance is that the unscrupulous employer 
cannot take undue advantage of labor in scaling wages below 
their normal competitive rate.’ ‘The wages contract is a 
bargain, and when it fails to secure for labor its full competitive 
share of the product the cause must be sought in the unequal 


bargaining ability of workmen and their employers. .... In 
the usual situation the inequality in bargaining power between 
employer and employee is at least partly offset .... by 


organization among the workers themselves.’’* Other quota- 
tions might be added, but those given are sufficient to illustrate 
the point. 

' Taussig, Principles of Economics (3d ed.), I, 301. 

> F. M. Taylor, Principles of Economics, p. 484. 

> Turner, /ntroduction to Economics, p. 462. 

‘Seager, Principles of Economics, pp. 548, 550. 


518 




















THE ECONOMICS OF UNIONISM 519 


In his suggestive articles on “‘A Balanced Industrial System’ 
and ‘“‘Four Labor Programs’ Professor Carver rightly insists 
that to attempt to raise wages without modifying the conditions 
that cause low wages is to apply the remedy to the symptom 
of the disease rather than to the cause. In his view, that is 
what trade unions attempt to do. He has stated very clearly 
the conditions under which wages are low. These conditions 
are a relative abundance of labor, which implies on the other 
hand a relative scarcity of natural resources, capital, and 
entrepreneurs. The means by which Professor Carver wishes 
to reach the “balanced system”’ sought for are: (1) an increase 
of technical, professional, and managerial labor through an 
improved system of popular education, (2) an increase of capital 
through inculcating universal thrift, (3) a limitation of the 
supply of unskilled labor through restriction of immigration. 
Such a program would be desirable from “every point of view,”’ 
including presumably the point of view of entrepreneurs, and 
therefore would not precipitate a struggle. 

It is the thesis of the present article that the struggle between 
labor and capital in so far as it is a trade-union struggle for an 
improved status in the existing economic order—we are not here 
considering the revolutionary phase of the labor struggle—is 
essentially a struggle over the supply of labor, a struggle on the 
part of the laborers to make labor scarce and therefore dear, 
and a struggle on the part of employers to make labor plentiful 
and therefore cheap. Each side is striving to bring about those 
“social arrangements’? which make labor scarce on the one hand 
or plentiful on the other. An attempt will be made to show that 
in so doing each is following its own self-interest, that there 
results therefore an unavoidable conflict of interest and an 
inevitable struggle. 

The labor movement began and the struggle arose as soon 
as the labor of formerly independent and proprietary handicrafts- 
men and yeomen became a commodity. It would not be correct 
to say that the labor struggle appeared as soon as a laboring 

*T. N. Carver, Supplement, Amer. Econ. Rev., March, 1920, pp. 69-77. 


2T. N. Carver, Quar. Jour. of Econ., February, 1919, pp. 344-67. 
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population arose with no future prospects except that of remain- 
ing permanently wage-earners. According to Gregory King 
there were in 1688 in England 764,000 families of “labouring 
people and outservants, cottagers and paupers.’’* They con- 
stituted over 60 per cent of the population. Yet there was 
no appreciable labor movement. These people had been lifted 
from the status of serfs and slaves to the position of free laborers. 
Not until the 390,000 families of ‘“‘yeomen, tenant farmers, 
shopkeepers, tradesmen and artisans”? were threatened with 
the loss of their independent and proprietary status, as a result 
of inclosures on the one hand, and the widening of the market 
and the consequent introduction of merchant capitalism on the 
other, did a real labor struggle begin. Under the pressure 
of industrial evolution, of widening markets and a new industrial 
technique, these independent proprietors owning their own 
simple tools and selling their self-made products were being 
transformed inio persons with nothing to sell but their labor. 
When the labor of these former yeomen and independent craftsmen 
became a mere commodity to be bartered away on the market, 
then the struggle began on the part of the laborers to bring 
about such social arrangements as would make this commodity 
scarce and therefore dear; on the part of employers to make it 
plentiful and therefore cheap. 

At the same time another revolution was going on. Instead 
of products to be sold in a local market controlled by custom 
and guild or governmental regulations, the commodity labor was 
increasingly sold in an open, competitive market, a market 
without “dykes or bulwarks,” subject to the inundation of 
woman labor, child labor, prison labor, immigrant labor, and 
increasing population. The laborer’s problem was to protect 
himself against this inundation, to protect his labor market, 
to make his labor scarce and therefore dear. It was a problem 
not of static conditions, but of social dynamics. 

On the other hand it was to the interest of the employer 
to keep the market open, to make the commodity labor as 

*Curtler, A Short History of English Agriculture, p. 156. 

2 Ibid. 
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plentiful and cheap as possible. The marginal significance of 
entrepreneurs, as well as the marginal significance of their 
capital and land, is enhanced with every increase in the supply 
of labor. When laborers are plentiful and entrepreneurs rela- 
tively scarce, entrepreneurs can command high wages of man- 
agement.* In a country where the labor supply is abundant, 
labor is benefited by an increase in the number of entrepreneurs. 
The immigration of American business men into the Philippine 
Islands serves to raise the general level of wages in those islands. 
In like manner, in a country with an abundant supply of able 
entrepreneurs an increase in the number of laborers will tend to 
make entrepreneurs relatively more scarce, will increase the 
marginal significance of entrepreneurs, and raise wages of 
management. Every factor benefits from an increase in the 
auxiliary factors. The argument holds for capital and land 
as well as for entrepreneurs. Every increase in the supply of 
labor serves to increase the return to the other factors of produc- 
tion. 

It cannot be doubted, then, that employers, interested as 
they necessarily must be in high wages of management and high 
returns on capital and land owned by them, will be concerned 
over the supply of labor. Indeed economic history shows that 
one of the chief concerns that employers have always had is an 
abundant and plentiful supply of labor. 

Various measures have been adopted to secure this end. 
With the coming of the Industrial Revolution in England the 
supply of labor was increased by getting children from the 
workhouses and immigrants from Ireland, Wales, and Scotland. 
The birth-rate was stimulated in some parts by giving allowances 
according to the number of children in the family. In certain 
weaving districts it was the “practice to make allowances in 
aid of wages to able bodied weavers who had more than two 
children under ten years of age.’”? The wages that children 
could earn at a very tender age made children an early asset. 
Even today European employers are seeking to make large 

t Taussig, op. cit., Il, 177-79. 
*Hammond, The Town Labourer, p. 14. 
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families profitable by paying an allowance in addition to wages 
based on the size of the family. In France there have been estab- 
lished over seventy-two funds by as many employers’ associations 
which have this object in view. Every workman is paid first a 
wage based on the value of the work done and in addition an 
allowance for his children. The allowance is paid out of a central 
fund to which each employer contributes in proportion to the 
workmen employed. Thus it is immaterial to the individual 
employer whether he employs single or family men. In this 
manner the “employers hope to provide themselves a future 
superior labor reserve which will do away with the supplementary 
foreign and colonial labor to which they have had recourse these 
later years.’"* Large family leagues have been organized in 
France. Similarly in Germany allowances in proportion to the 
size of the family are generally paid in the mining industry, and 
to a considerable extent in the metal-trades industry. 

In America employers have from our earliest history sought 
to increase the supply of labor. In colonial times the two chief 
methods were the securing of indentured servants and slaves. 
With the merchant capitalist system came sweatshop labor, 
child labor, woman labor, convict labor? With the factory 
system came immigrant labor. A company was organized, the 
American Immigrant Company, “‘to import laborers, especially 
skilled laborers from Great Britain, Germany, Belgium, France, 
Switzerland, Norway and Sweden for the manufacturers, railroad 


companies and other employers of labor in America.’’’* The 
recent encouragement of the movement of negroes into the 
northern states and of Mexican labor into the United States 
illustrates the same tendency. Employers have consistently 


fought restriction of immigration. 

On the other hand the history of the labor movement in all 
countries reveals a constant struggle to prevent this inundation 
of the labor market. From the earliest period trade unions 

‘Mary T. Waggaman, ‘‘Some Developments in the Movement for Family 
Wages,” Wonthly Labor Review, October, 1921, pp. 9-19. 

2? Commons, [istory of Labour, I, 102-3. 

bid., Il, 117 
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opposed child labor, woman labor, prison labor, sweatshop labor, 
immigrant labor. In Europe, today, they are opposing the 
effort to encourage an increase in population through the 
introduction of the family wage. Both in France and in Germany 
the trade unions are opposed to the system. In the Netherlands 
one federation has proposed to “forbid affiliated trade unions 
from signing agreements providing for family allowances.’” 
In the United States it was the Knights of Labor that was chiefly 
responsible for the passage of the anti-contract labor law.” 
Labor organizations throughout the country agitated long and 
earnestly for the exclusion of coolie labor. For over thirty 
years the American Federation of Labor has been agitating for 
restriction of immigration.’ Likewise labor organizations have 
opposed the flooding of the labor market with negro and Mexican 
labor. 


So far we have been referring only to the struggle of capital 
and labor over the total supply of labor. But labor is concerned 
with more than the general labor market. Its interests are 
quite as much affected by the separate and distinct markets 
obtaining for every one of the dozens and scores of different 


kinds of labor. Each of these labor markets is no doubt affected 
by the situation in other labor markets, just as the market for 
oats is affected by the situation in the market for corn. There 
is always a tendency to “spill over” from the flooded market 
to the more favorably situated market. But while every labor 
group is interested to some extent in the supply of labor generally, 
it is primarily interested in the supply of labor in its own special- 
ized labor market. It is in fact this point that distinguishes 
in the main the trade union from the general labor union. 

No one is more firmly convinced that a commodity must be 
scarce in order to be dear than are trade unionists. For this 
and other reasons they seek to control the supply of labor in 
their own specialized labor markets by such devices as the closed 


t Mary T. Waggaman, op. cit., p. 17. 

2 Commons, op. cit., II, 373. 

3‘*American Federation of Labor History,” Encyclopedia, Reference Book, 
Pp. 241-43. 
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shop, high initiation fees, limitation of apprentices, and a 
minimum wage. Whether or not these devices are socially 
desirable is another question, but at any rate so far as the trade 
unions are concerned they are not applying the remedy to the 
symptom of the disease; they are applying it to the cause; 
they are seeking to bring about that condition of relative scarcity 
without which high wages cannot obtain. 

The closed shop with the rigidly closed union constitutes 
a perfect monopoly control over the supply of labor. The 
closed shop with the doors of the union open but through 
which entrance can be gained only over a “tariff wall” of high 
initiation fees or an unnecessarily long term of apprenticeship 
restricts very decidedly the supply of labor but does not com- 
pletely limit it. The closed shop with the perfectly open union or 
the open shop with a union agreement as to minimum wages also 
restricts the supply of labor that can work in that trade. If the 
independent steel companies follow the prices established by the 
United States Steel Corporation there is no need for an agree- 
ment restricting output. The very maintenance of a price 
itself serves to limit output, for at a certain price only a certain 


amount of the product can be sold. If a trade union is able to 
maintain a certain minimum wage it by that very fact fixes 
the number of people who can engage in that trade because only 
a limited number will be employed at the established wage. 
If wages are raised fewer laborers will be employed and the rest 
will have to go elsewhere for employment. Thus the establish- 
ment of a minimum wage serves to limit the number of laborers 


in the trade. 

We have, however, not exhausted the methods whereby trade 
unions seek to limit the supply of labor. The supply of labor 
may in fact be thought of in either of two ways: We may measure 
the supply of labor by counting noses, or we may measure it in 
terms of productive energy. The labor supply furnished by one 
man who makes to pieces a day is equivalent to the labor supply 
furnished by two men each of whom produces but 5 units a day. 
From the standpoint of productive energy the supply of labor 
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would be decreased by a reduction in the hours of labor (provided 
such reduction did not result in speeding up) or by decreased 
efficiency on the part of labor. Restriction of output therefore 
means a decrease in the supply of labor and consequently an 
increase in the marginal significance of a unit of labor measured 
in terms of effort. The reduction in the supply of labor, 
consequent upon restricting output considerably, would make 
labor scarce relative to land and capital with the result that 
the marginal significance of labor would be increased while the 
marginal significance of land and capital would be decreased. 
The result would be a rise in piece rates. Thus restriction of 
output would result in increased pay per unit of work done, 
though it very likely would result in lower total earnings for 
the laborer. If workmen restricted output materially, the total 
income of society would be reduced, the pie to be divided among 
the various factors would be much smaller than before, and 
therefore all classes would lose absolutely. The proportion 
of the pie going to labor would increase, but since the pie itself 
would be smaller, labor would doubtless suffer absolutely. 
Yet it would have made a gain as compared to the other factors. 
If the supply of labor were reduced through shortening the hours 
of labor a further gain would be registered in the acquisition 
of increased leisure. It thus appears that restriction of output, 
foolish though it may be, is not quite so foolish from the stand- 
point of the laborer as it might at first appear. If he loses 
absolutely he at least gains relatively to the other factors. 
He gets more for the work actually done, though his total earnings 
may be greatly reduced. And if the reduction in output is due 
to a shortening of the working day he not only gets more for the 
work actually done but he gains in leisure. These gains offset 
in part, at any rate, the loss in total earnings. 

Increased productivity of labor therefore results in larger 
total earnings but in lower piece rates. Wages in the sense of 
earnings per head are increased by (1) increasing the productivity 
of labor, (2) decreasing the supply of laborers as compared with 
the other factors of production. Wages in the sense of piece 
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rates are increased by (1) decreasing the productivity of labor, 
(2) decreasing the number of laborers as compared to the other 
factors.’ 

The question may now be raised whether it is a justifiable 
practice from a social point of view to limit the supply of labor 
(1) in general, (2) in particular labor markets. We shall consider 
each of these questions separately. 

First as to the supply of labor generally. The argument 
is frequently put forth that we need an abundant labor supply 
to “develop our natural resources.”” But the development of 
our natural resources may be accomplished wisely or unwisely. 
The question is rather this: Will our natural resources contribute 
the greatest good if we have a huge laboring population or a 
reasonably restricted population? ‘To this question we shall 


return presently. 

Again it is sometimes said that we must have an abundant 
supply of labor or we cannot compete in the markets of the world. 
But this argument is illusory. The prices of commodities enter- 
ing into foreign commerce are normally the same in all countries 
except for transportation costs. These prices establish the 


marginal costs in all countries. The marginal cost of production 
must therefore be the same in all countries that produce the 
commodity at all, since the marginal cost in each country will 
correspond to the price. If the marginal producer in one country 
pays a higher wage than is paid in other countries it follows 
that the laborer also yields a larger product. The division of 
the total product among the various contributing factors may 
differ in the different countries depending on the relative scarci- 
ties of the factors. The total product to be divided may also 
differ in different countries. But whatever the total product 
and however it is divided, the value of a unit of product is all 
“cost’’ to the marginal entrepreneur, or he would not be a 
marginal entrepreneur. ‘Therefore, since the price per unit is 
the same in all countries, the cost per unit must also be the same. 
Increasing the supply of labor merely serves to lower the margin 
of production until the marginal cost is as high as in other 


t Hoxie, Trade Unionism in the United States, pp. 261-63. 
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countries. The naive argument of employers that cheaper 
labor means lower cost will not stand the test of economic 
analysis. 

As pointed out above, however, it is certainly true that 
employers as a class will benefit from an abundant supply of 
labor because of the resulting higher marginal significance of 
entrepreneurs, capital, and land. But since entrepreneurs 
constitute only one class in society, it does not necessarily 
follow that a plentiful supply of labor is desirable from a social 
standpoint. At any rate it is clearly not desirable from the 
point of view of a very numerous class in society, viz., the 
laborers themselves. From the point of view of the laborers it 
is desirable that every commodity should become as plentiful 
and therefore as cheap as possible with the exception of one 
commodity alone, viz., labor. That commodity, from their 
point of view, should be made as scarce and therefore as dear as 
possible. 

We are trying to answer the question, What supply of labor 
is socially most desirable? Consider first the question, What 
population is most desirable? We have in the United States a 
given supply of natural resources; we have reached a certain 
stage in technical evolution, limited on the one hand by the 
state of the industrial arts, on the other by our accumulation of 
capital. Given certain natural resources and a certain stage 
in industrial evolution, there must be a certain population 
which would give us the largest possible per capita product. If 
the population were smaller than the point designated our efforts 
would be spread out too thinly over the natural resources and 
equipment available. Too small a population would limit the 
market, would hinder specialization, division of labor, and 
large-scale production. If the population were larger than the 
point designated we would have a lower per capita product due 
to diminishing returns from natural resources and the fact that 
no further counterbalancing gains could be secured through 
division of labor and large-scale production such as might other- 
wise offset the loss due to the limitation of natural resources. 
It should be noted that the point here referred to as the point of 
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highest per capita returns is not identical with what is generally 
spoken of as the point of diminishing returns from natural 
resources. The point of highest per capita product would no 
doubt be considerably beyond that, due to the fact that up to 
a certain point every increase in population, while suffering in 
productivity because of the limitation of natural resources, 
gains more than enough to offset that loss because of the benefits 
accruing from larger markets and increased specialization. But 
in time the point is reached where further advantages in that 
direction are not sufficient to offset the increasing disadvantages 
growing out of the limitation of natural resources. If the 
population of the United States has already exceeded that point, 
as it doubtless has, a restriction of immigration and population 
sufficient to bring us back to the point of highest per capita 
product would appear to be desirable. 

We must, however, consider the supply of the various groups 
within the population. To what extent is a limitation of the 
supply of unskilled labor, skilled labor, technical experts, or 
entrepreneurs desirable? In short, what is the most desirable 
combination of all these contributing groups from a social point 
of view ? 

It is probably impossible to lay down satisfactory criteria 
as to what is socially desirable. Professor Carver appears to 
believe that the ideally balanced industrial system would call 
for equal rewards.' But it is not at all clear that equal rewards 
for persons with unequal mental capacities and abilities, and 
therefore with unequal standards of wants, is really desirable. 
Indeed it is quite conceivable that such a situation would give 
rise to greater dissatisfaction and unrest than do the existing 
inequalities in income. At all events only under thoroughgoing 
communism could there be complete equality. Under a system 
of exchange and free bargaining the rewards would always be 
unequal, due to the enormous differences in native or inherited 
capacities. Because of these biological inequalities superior 
talent and ability will always be scarce, and will therefore in a 
free market be able to command superior rewards. 


* Carver, Supplement, Amer. Econ. Rev., March, 1920, pp. 72-76. 
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The answer, then, to the question of the relative scarcity 
of different groups runs in terms of biological and psychological 
heredity. It cannot run in terms of absolute economic equality, 
for that presupposes biological and psychological equality. The 
most desirable degree of scarcity of each contributing group is 
that degree of scarcity established by virtue of the innate 
differences between individuals. But if scarcity is to correspond 
to innate differences, every individual must have an equal 
opportunity with every other individual to develop and take 
advantage of such powers of body and mind as he has inherited. 
Innate differences would then determine relative scarcities, and 
these relative scarcities would determine the marginal significance 
of each group. The rewards of each group would be determined 
not by any humanitarian, idealistic, or philosophical notions; 
they would be established by the physical fact of biological 
heredity. 

Absolute equality of opportunity is, however, quite as 
utopian an ideal as is absolute equality of income. Indeed 
absolute equality of opportunity would be impossible without 
absolute equality of income. For it is inconceivable that the 
father with a larger income than his fellows will not seek to give 
his child as great assistance in the start in life as his income will 
permit. Unequal incomes therefore of necessity imply unequal 
opportunities, unless we assume that human beings will some day 
be as much interested in the success and well-being of other 
people’s children as their own. We have then this curious 
dilemma: Absolute equality of opportunity for the coming 
generation, which would enable everyone to attain rewards 
commensurate with his native intelligence and capabilities, could 
not be attained without absolute equality of income in the 
present generation. But absolute equality of income in the 
present generation would mean that persons with unequal 
intelligences and capacities would be unable to attain rewards 
commensurate with their capacities. Equality of opportunity 
for the next generation is impossible without equality of income 
in the present generation, but equality of income in the present 
generation makes equality of opportunity for the present 
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generation impossible. If you give two boys an equal start in 
a race, but the rules of the game forbid each from outrunning 
the other, then there is no open opportunity to win the race on 
the basis of merit at all. There appears to be no escape from this 
dilemma. 

It is thus evident that absolute equality of opportunity would 
not only be impossible without the destruction of all vested rights, 
such as the inheritance of private property for example, but, 
more than that, it would be impossible without complete equality 
of income. Arguments against the restrictive policies of trade 
unions generally rest on the ground that these policies obstruct 
to some extent equality of opportunity. But, except for 
thoroughgoing equalitarians, that argument taken by itself alone 
will have little validity. Most economists are agreed that 
while the institutions of private property and the inheritance of 
private property prevent absolute equality of opportunity, they 
can still be justified on the ground of social utility." Likewise 
it may be socially desirable to maintain a considerable middle 
class even though it be maintained in part at the cost of a 
partial infringement of equality of opportunity. In that case 
it would scarcely be wise to tear down the dykes which protect 
certain labor markets from inundation. 

Absolute equality of income then is undesirable as well as 
utopian, and absolute equality of opportunity impossible. 
What we actually have now and are likely to continue to have 
in the future is such a balance of power between various contend- 
ing groups as gives a tolerable and reasonable approach to equal- 
ity of opportunity. Each organized group seeks to establish 
special privileges for itself, but the opposition of other groups 
holds it in check and tends to break down such vested rights as 
it attempts to establish. It is this struggle of contending 
groups, controlled within certain limits by the natural biological 
supply of abilities of different grades, that determines the 
relative scarcities of the groups and therefore the marginal 
significance of each. i 
UNIVERSITY OF MINNESOTA 


* Taussig, op. cit., I1, 265-77. 
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Pierre Joseph Proudhon, French economist and _ political 
theorist, was a spirit apart. He was personally acquainted with 
but few of the notable men of his age. It is a plaintive strain 
in his correspondence when he writes in 1857 that he has not 
known Guizot, Thiers, Barrot, Royer-Collard, Lamartine, 
Lamennais, and others, and that the men whom he has met— 
Leroux, Blanc, and Considerant—he has been compelled to 
oppose. To be sure he was a member of the Constituent 
Assembly of 1848, but he seems to have had no following. On 
one occasion he aroused violent opposition by submitting a 
project of law on an income tax which was repulsed as an odious 
attack on the principles of public morality, a violation of the 
rights of property, an encouragement to denunciation, and an 
appeal to the worst passions. On another occasion he put his 
colleagues to sleep by a long and dry disquisition. So that 
between opposition and indifference Proudhon was left to his 
own counsels. To be sure his advice was sought on several 
occasions by workingmen, as in 1864, when the Sixty sent out a 
manifesto proposing the participation of labor in politics. 
Proudhon set himself stoutly against the proposal, not without 
effect. Toward the end of his life he contemplated forming a 
Federalist party; but he was not a facile politician—a man of 
action. He was a thinker. 

Proudhon began to write in an era of immense industrial and 
commercial expansion. The reign, of Louis-Philippe (1830-48) 
marked a period of almost unparalleled material prosperity. 
Rapidly machinery began to displace hand labor; schemes to 
build railroads and to cut canals were in the air; large aggrega- 
tions of capital (for that day) were formed to carry on projects 
too vast for individuals. Louis Blanc speaks of a “feverish 
industrialism”’ seizing the country in 1838. During the reign 
of Louis-Philippe three expositions marked the progress of 
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industry and commerce—in 1834, in 1839, and in 1844. In the 
realm of achievement, as well as of ideas, the seed sown by 
Saint-Simon and the Saint-Simonians had taken root. Eco- 
nomic forces were striving to master the world, and with a good 
chance of success. Bankers were kings; capitalists were lords 
of creation. 

But with all this feverish economic activity the industrial 
and social relations were in chaos. No principle of organiza- 
tion had been discovered, although the world was full of utopias. 
Matters grew worse with time. Political reform was tried in 
1848, but without success. Universal suffrage had done no 
better than to elevate Louis Napoleon to a throne of empire. 
That was a failure. Proudhon was just then coming into the 
full maturity of his powers, and into this maelstrom of conflict- 
ing theories and forces he threw himself with the abandon of a 
John the Baptist. He was called a demolisher; and he was, for 
with hammers he would break down the sacred carved work. 
Like the forerunner, John the Baptist, he would call men to 
sober reflection by startling them out of their smug complacency. 
He represented a spirit of denial and contradiction; but out of 
it all he brought a new synthesis which he hoped would restore 
order and establish morality once again: it was the principle of 
mutuality. 

Proudhon’s system of economic and political thought evolves 
out of his conception of economic forces. These principles of 
action are division of labor, competition, collective force, applica- 
tion of machinery to industry, exchange, credit, property, recip- 
rocity, association, and the greatest and most sacred of all, 
that which fuses into one all the others—mutuality. The 
supreme problem, to Proudhon’s mind, was to re-establish 
equilibrium among the economic forces; if that could be done 
and these forces submitted to their own laws, which do not 
depend upon the arbitrary will of man, labor could then be 
organized for the well-being of all. On the contrary, if they 
were left to act without direction and without counterweights, 
labor was doomed to remain chaotic. The latter appeared to 
Proudhon to be the state of affairs about 1851. All the revolu- 
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tions and all the utopias had not succeeded in organizing the 
social system. The Revolution of 1789 abolished feudality, he 
pointed out, but it did nothing to organize economic forces. It 
was a work of negation. Politics had taken precedence over 
economics: Rousseau and Montesquieu had been heeded to the 
neglect of Quesnay and Adam Smith. But theories of great 
political thinkers, crystallized into projects for social reform, after 
the manner of Saint-Simon, Fourier, Owen, Cabet, Pierre Leroux, 
or Louis Blanc, were not sufficient, according to Proudhon, to 
establish equilibrium among the economic forces. Something 
more was needful. 

Proudhon envisages two possibilities of order: one political 
and the other economic. Political power, in his theory, is 
primarily that of authority borrowed from the idea of the family, 
but which cannot be extended legitimately to the commune and 
the nation. All attempts to soften authority and make it more 
liberal, tolerant, and social, such as the doctrine of the sovereignty 
of the people, had failed. In his estimation, sovereignty of the 
people was a dogma—a utopia; authority was essentially des- 
potic—one with revelation from above. Authority in the state 
and faith in the church, Proudhon linked as parts of the same 
system, and essentially of Droit Divin. “Etre gouverné, c’est 
étre gardé a vue, inspecté, espionné, dirigé, légiféré, réglementé, 
parqué, endoctriné, préché, contrdlé, estimé, apprécié, censuré, 
commandé par des étres qui n’ont ni le titre, ni la science, ni la 
verte. .... ** For half a page more Proudhon continues with 
a perfect fusillade against the tyranny of government. It is the 
tirade of an anarchist, but motived, not so much by a personal 
dislike for governmental control (although Proudhon had cause 
for such personal dislike), as from a conviction that authority was 
powerless to organize economic forces, and being powerless it 
tends to become pestiferous and despotic. His indignation 
against government is that of a social philosopher who thinks 
he sees a better way, and not at all that of a crouching bomb- 
thrower blinded by hatred. Proudhon was an anarchist, but 
his anarchism was “organic” rather than individualistic. 


t Idée générale de la révolution au XIX siécle (Paris, 1851), p. 341. 
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Over against the political system of maintaining order, 
Proudhon would construct an economic system. In place of 
the hierarchy of political powers, he would set up an organiza- 
tion of economic forces. For laws, he would substitute con- 
tracts, not voted by either majority or minority, but by each 
citizen, each commune, or each corporation for itself. For 
classes of society—nobility, bourgeoisie, and proletariat—he 
would substitute categories and specialities of function, as agri- 
culture, industry, commerce, etc. For public force, he would 
substitute collective force. Industrial companies would take 
the place of permanent armies; identity of interests would take 
the place of police. Economic centralization would replace polit- 
ical centralization. This would be the new régime based upon the 
spontaneous practice of industry, in accord with social and indi- 
vidual reason—it is Droit Humain. It would mean, according 
to Proudhon, identity of interests, cessation of antagonisms, 
universality of well-being, the sovereignty of reason, and the 
absolute liberty of man and the citizen. There would be an 
absence of all constraint, of all police, authority, magistracy, 
regulation—it is the ideal of human government according to 
anarchism. It would be society without government, or, to be 
more precise, society with self-government based upon the idea 
of contract. It is the principle of commerce carried over into 
the sphere of social control. It is mutuality or mutuum—a 
natural exchange which effects a synthesis of private property 
and communism. 

Unquestionably Proudhon’s construction lacks definiteness. 
It replaces institutions by principles or interests, as, for instance, 
police by an identity of interests. To be sure his bank of 
exchange might have supplied a part of the void made by a 
sweeping destruction of institutions; but at best the system is 
an ideal construction. It is based upon the assumption that, if 
economic relations were properly ordered, society could dispense 
with political control. From this point of view government 
appears as an unnecessary evil: it actually interferes with a 
proper equilibrium of economic forces. Such was Proudhon’s 


* Idée générale de la révolution au XIX siécle (Paris, 1851), pp. 281-84. 
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ideal: society based upon free contract. It is the logical con- 
clusion from his negation of authority, but it was only a 
mountain-top of vision and hope; it could not endure indefi- 
nitely. He must descend. And in 1861 he introduces the 
principle of federalism which supplies a positive foundation for 
social control. But, like Plato, he never lost sight entirely of 
the more perfect state. Although centuries must needs elapse, 
he thought, before society would be ripe for anarchy, it was a 
duty to follow in that direction and to approach without ceasing 
that goal; and in that faith he committed himself to federalism. 

The principle of federalism was suggested to Proudhon’s 
mind in 1861 by the possibility of a strong, united Italy at the 
very door of France. He acknowledged in 1863 that being 
engrossed with other studies he might not have raised the banner 
of federalism had it not been for that unfortunate question of 
Italy. Thus, in an important sense, the inspiration of the new 
doctrine was practical and political. The defense of France was 
the immediate reason he wished federalism for Italy. But the 
new doctrine supplies a positive construction that his social 
philosophy had lacked up to that time. It is an admission of 
the principle of political authority. In fact, the essence of 
federalism to Proudhon’s mind, is its reconciliation of liberty 
and authority. This consummation is achieved by the principle 
of contract. Federation is “‘a convention by which one or several 
heads of family, one or several communes, one or several groups 
of communes or states oblige themselves reciprocally and equally 
the one toward the others for one or several particular objects, 
the burden of which rests specially and exclusively upon the 
members of the federation.”* Federation is, therefore, nothing 
but political contract, at least from the point of view of pub- 
lic law. 

Does the addition of a federative principle divide Proudhon’s 
thought into two distinct periods, the one characterized by 
an-archie, the other by federation? Proudhon himself would 
seem to lend color to that hypothesis in a letter written Novem- 
ber 2, 1862, in which he says: “.... if in 1840 I made my 

* Principe fédéralif (Paris, 1863), p. 67. 
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début by anarchy, conclusion of my critique of the governmental 
idea, I ought to finish by federation, the necessary basis of Euro- 
pean international law and later of all states." But his thought 
steadily evolved toward viewing an-archie as a positive concept. 
In 1863 he wrote: “. . . . the notion of an-archie in politics is 
wholly as rational and positive as any other.’? Shortly before 
his death in 1864 he aimed at a comprehensive synthesis on the 
basis of anarchy as a form of government. The passage is 
worth quoting in full because it represents his completed thought, 
in which the principle of authority is admitted but subsumed, 
together with federalism, under the general concept of anarchy. 
That is, the two periods of his life are united in a higher synthesis. 

Anarchy, if I can express myself in this manner, is a form of govern- 
ment or constitution in which public and private conscience, formed by the 
development of science and of law, alone suffice to maintain order and 
guarantee all liberties; where, by consequence, the principle of authority, 
the institutions of police, the means of prevention or of repression, official- 
dom, taxation, etc., find themselves reduced to their simplest expression ; 
much more, where monarchical forms, extreme centralization, disappear and 
are replaced by federative institutions and communal customs. When 
political and domestic life shall be identified; when, by the solution of 
economic problems, social and individual interests shall be in equilibrium 
and solidarity, it is evident that all constraint having disappeared we shall 
be in full liberty or anarchy. The social law shall be accomplished of itself, 
without surveillance or commandment, by universal spontaneity. 

Proudhon’s conception of liberty and of justice reflects these 
two phases of his thought. Liberty under anarchy would be a 
new adaptation of the doctrine of laissez faire. It would be the 
liberty of free contract; and as in commerce its guaranty would 
be reciprocity of obligation. Liberty under federalism would 
rest upon ‘“‘plurality, division, government of oneself by oneself.”’ 
Justice under anarchy would result from a free entente, when 
all courts and tribunals should be abolished, and a simple 
arbitration of friends should replace judicial decisions. Justice 
under federalism would rest upon the principle of mutuality, 
supplanting the principle of monopoly in matters of credit, insur- 

t Italics Proudhon’s. Correspondance, XII, 220. 

? Principe fédératif, p. 29. 

3Italics Proudhon’s. Correspondance, XIV, 32. 
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ance, and public services. Federalism is ‘Garantisme politico- 
économique” and would give satisfaction to aspirations for both 
liberty and justice. Under anarchy, liberty and justice would 
be negative concepts, and their guaranty would be mutual obliga- 
tion, as in commerce. Under federalism, liberty and justice 
would be positive concepts, and their guaranty would be political 
authority, but an authority so weakened by deconcentration 
and decentralization, by division of powers, that it would be 
reduced to its simplest terms. 

But actually to realize liberty and justice, something more 
than a decree of government is necessary; a change of direction, 
a modification of the social economy must be effected. That 
change of direction Proudhon calls the Revolution. It consists 
in substituting for the governmental, feudal, and military régime 
the economic and industrial régime, just as the former came to 
supplant the theocratic and sacerdotal régime. Proudhon looked 
upon it as a slow evolutionary movement according to natural 
law, continuing in spite of changes in constitutions and forms of 
government. The laws of social economy he held to be inde- 
pendent of the will of man and of the legislator. The Revolution 
will be accomplished because there is a tendency in the masses 
toward well-being and virtue. Society always advances. For 
these reasons Proudhon could write that the Revolution was 
furthered by the coup d’état of Louis Napoleon, December 2, 
1851. His friends could scarcely comprehend the meaning of 
his book, La Révolution sociale démonstrée par le coup d’état du 
2 Decembre. More exactly, it might have been entitled “‘The 
Revolution in spite of the coup d’état of December 2, 1851”? for 
in reality that is the thesis sustained. ‘Louis Napoleon is the 
fatal agent of the Revolution.”* The Revolution moves on 
irresistibly because it is a deep undercurrent undisturbed by 
winds which ruffle the surface. So one must not identify, 
Proudhon with Blanqui and Barbés simply because all three 
are called revolutionaries. They were men of action; Proudhon 
was a man of reflection. They would reverse governments; he 
would change the direction of society. They were political 


' Correspondance, V, 171. 
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agitators; he was a social reformer. They were in fact revolu- 
tionists; he was an evolutionist, and today would be called a 
“reformist.” 

In the end, then, does Proudhon make much or little of 
government? A student of the social movement in France, 
M. Weill, feels constrained to contradict what he calls a common- 
place, namely, that Proudhon reduces government to zero. He 
contends that Proudhon leaves a large place for government.* 
If M. Weill has in mind social control as synonymous with 
government, and identifies social control with economic control, 
he is right. Proudhon does make a large place for the govern- 
ment of economic forces—the government of things; it is his 
entire philosophy. But he makes a correspondingly small place 
for the government of political forces—the government of men. 
Authority should be reduced to its simplest expression, he 
maintains. Federation saps the strength of strong, centralized 
governments. The ideal is an entire absence of political control, 
but as a concession to human weakness he will tolerate and even 
advocate federalism. So that the commonplace that Proudhon 
makes little of government (and in such thought, government is 
identified with political control) is profoundly true. 

An attempt has been made to group Proudhon with those 
descending from the political lineage of Rousseau. M. Faguet 
cites Pierre Leroux, Ledru-Rollin, Proudhon, George Sand, and 
Napoleon III as claiming Rousseau as their spiritual father or 
as having been influenced by him.?. And perhaps there is to be 
found in the Contrat social the principle of mutuality, because 
there engagements are described as obligatory when mutual. 
However, Faguet does not mention that similarity. He con- 
siders Proudhon a democrat after the manner of Rousseau. 
But Proudhon’s entire conception is at variance with that of 
Rousseau. To Proudhon, Rousseau was one of those meta- 
physicians whom the Revolution had exalted to prominence 
to the exclusion of Quesnay and Adam Smith; and that was 
regrettable. Rousseau’s thought is political; Proudhon’s is 

' [Histoire du mouvement social en France (2me ed.), 1911, Pe» 41. 


2 La Politique comparée, p. 290. 
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economic. Rousseau believed that a strong political govern- 
ment makes for the liberty of its citizens; Proudhon believed 
exactly the reverse. Rousseau believed in the social compact as 
a legal fiction; Proudhon repudiated that conception in toto. 
It was borrowed, he avers, from the Calvinists. In his system 
the social contract is not a fiction but a fact—an actual contract 
proposed, discussed, voted, and adopted. ‘Entre le contrat 
fédératif et celui de Rousseau et de 93, il y [a] toute la distance 
de la réalité 4 l’hypothése.” The entire conception, spirit, and 
theoretical construction of Proudhon differ from those of Rous- 
seau. It is rather to Saint-Simon that one must look for the 
intellectual antecedents of Proudhon. 

The similarity between the thought of Proudhon and of 
Saint-Simon is unmistakable. Proudhon adopts Saint-Simon’s 
theory of social evolution, and reiterates that government is 
only an administration of things. ‘What is government? 
Government is public economy, the supreme administration of 
the works and the goods of the nation.”* And the nation is 
like a great society or company in which all the citizens are 
stockholders. Both Saint-Simon and Proudhon view man as 
essentially a producer, and production as the supreme power in 
the state. Both make much of economic forces and laws: 
social evolution is not a thing of will but of law. Both are 
objective in their approach to the social problem, and apply 
the science of observation to social phenomena. The law of 
things, the force of things, the nature of things, the order of 
things—these are fundamental concepts in the writings of both. 
Both contrast science with the social power of man, to the 
advantage of the former. The socialists, Proudhon tells us, are 
not a political party because they are not “’ kcmmes de pouvoir 
mais hommes de science et de solution.’ It was the introduc- 
tion of the idea of science into morality, politics, and economics, 
to the exclusion of despotism, supernaturalism, and popular f an- 
tasy, so Proudhon thought, that characterized the nineteenth 
century and assured the glory of the new generation. All science 

™ Qu’est-ce que la propriété? (Paris, 1848-49), p. 178. 


2 La Révolution sociale, etc., p. 234. 
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is constructive; revolutions work only negation; the new in- 
dustrial age must be one of science and organization. In all 
this there is no reflection of Rousseau; it is the image and like- 
ness of Saint-Simon. 

It remains to inquire concerning Proudhon’s relation to that 
new politico-economic doctrine known as economic federalism, 
the theoretical basis of French syndicalism. The term is the 
English equivalent of ‘‘Fédéralisme économique” which is the 
title of a book published by J. Paul-Boncour in 1900. It repre- 
sents an objective view of the state in which political authority 
is deconcentrated and portioned out among professional groups 
based upon community of interest, e.g., trade unions. It 
involves, also, a shifting of emphasis from territorial, political 
sovereignty to professional, economic sovereignty; and Paul- 
Boncour seeks to point out an evolution of professional groups 


toward “economic sovereignty,” passing from a private-law 


status in which their relations were contractual and free to a 
public-law status in which their relations are social and obliga- 
tory. And while Paul-Boncour does not carry his reasoning 


to the extent of substituting economic control for political con- 
trol, the syndicalists do go that far, asserting that sovereignty 
should rest upon production; that political forces should recede 
before economic forces; and that an ‘‘administration of things” 
should supplant the present “government of men.” The new 
state would be a federation of economic groups, resting upon 
professional jurisdictions, and operating by a co-ordination of 
functions rather than by authority. 

Perhaps the nearest approach to a realization of this ideal in 
modern times was to be found in the French Confédération Géné- 
rale du Travail, which constituted the apex of a gigantic pyra- 
mid of federation upon federation, each individual syndicat and 
federation of syndicats retaining their autonomy, respectively, 
and looking to the central confederation only for co-ordination 
of function and advice. Theoretically there was a total absence 
of authority. It aimed to be a new public power and to guar- 
antee a ‘‘new right,” one which should be social and objective. 
It might have been termed ‘organic anarchism” because it 
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sought to overthrow the present political order—in that sense 
it was anarchistic; and to replace the present order by a new 
juridical organism with new rights and new powers—in that 
sense it was organic. It represented a protest against current 
political philosophy, on the one hand, and a striving after a 
new economic science of social control, on the other. 

It is easy to detect not a little of Proudhonism in the spirit 
and direction of the Confédération Générale du Travail. Its last 
general secretary, M. Jouhaux, publicly proclaimed himself a 
disciple of Proudhon. A resolution of the syndicalist congress at 
Lyons, 1919, surely inspired, if not written, by Jouhaux, could 
not be a more faithful reproduction of the thought of Proudhon: 
even the words are borrowed: “. . . . the new order, based not 
upon authority but upon exchange; not upon domination but 
upon reciprocity; not upon sovereignty but upon social con- 
tract.” Nor did he forget to emphasize “le recul de la politique 
devant l’economie.” Jouhaux quotes “our great Proudhon” 
to the effect that the syndicalist movement should put back 
into the hands of the working class that part of direction in the 
administration of production which belongs to it.2_ The entire 
new principle of social organization he finds in Proudhon’s 
aphorism that the administration of things should replace the 
government of men.* Georges Sorel, who was styled by Jaurés 
“the metaphysician of syndicalism,” refers understandingly 
and, for the most part, sympathetically to the writings of 
Proudhon, and ranks him as a master whose glory is destined 
to increase greatly. The ‘“‘illusion of progress,”’ which Sorel 
finds to be the current conception that progress is conditioned 
by forms of government, might be illustrated from almost every 
page of Proudhon’s works. Both Sorel and Proudhon have little 
faith in democracy or in any form of government, because they 
hold that civilization is largely the result of economic factors. 

Jouhaux and Sorel are such ardent admirers of Proudhon 
because they find in his writings much which seems to fit the 

* La Bataille, September 20, 19109. 

2 Une Altitude, un programme (3me ed.), p. 4. 

3 Le Syndicalisme et la C.G.T. (1920), pp. 17-18. 
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need of economic federalism. They find there a deep distrust 
of bourgeois institutions—parliamentarism and productive capi- 
tal. To the Sixty who asked his advice, he recommended 
abstention from politics. They find there a horror of super- 
imposed authority and arbitrary regulation, a supreme faith in 
the adequacy of economic forces and in the sovereignty of labor. 
While Proudhon was not interested in political democracy, he 
did envisage a new industrial democracy wherein the laboring 
classes should reign and govern first in assemblies of beneficence, 
then in chambers of commerce, in corporations of arts and trades, 
in companies of workingmen, in exchanges, in markets, in acad- 
emies, in schools, in agricultural groups, and finally in electoral 
convocations, in parliamentary assemblies and councils of state, 
in national guards, and even within churches and temples.’ It 
is the sovereignty of labor of which syndicalists have dreamed 
and for which they hoped for years. Add to this the doctrine 
of class consciousness and of federalism, and it will become clear 
why economic federalists hark back to Proudhon. 

For these reasons, therefore—an objective method of 
approach, the supremacy of economic forces, anarchy as a form 
of government, voluntary associations with a public-law status, 
class consciousness, identification of government with the capital- 
ist class, a revolutionary policy aiming to subvert the existing 
social order—for these reasons, one can affirm with confidence 
that Proudhon is the father of economic federalism. Saint- 
Simon made a notable contribution; Marx added something; 
but Proudhon developed just the right synthesis of order and 
anarchy to suit the French temper, and it is to him that one 
must look for the source of modern syndicalist theory. 

WiLi1AM H. GEORGE 

UNIVERSITY OF CALIFORNIA, 


SOUTHERN BRANCH, 
Los ANGELES, CAL. 


t Capacité politique des classes ouvriéres (Paris, 1868), p. 163. 














EARLY TRADE RELATIONS BETWEEN THE 
GERMANS AND THE SLAVS 


The history of German eastward expansion in the Middle 
Ages is the Vorgeschichte of the Hanseatic League. Unfortu- 
nately few Hanseatic historical writers go back of the founding of 
Liibeck in 1143, and none farther than Lothar’s diploma of 1134. 
It is true that effective commercial life did not begin in North 
Germany until the rise of Liibeck. But the founding of Liibeck 
was as much the term of one epoch as it was the point of departure 
for a new period. Bichtold in his excellent Der norddeutsche 
Handel im 12. und beginnenden 13. Jahrhundert® perceived that 
the history of the genesis of the Hanse had not received its due 
proportion of treatment; but the limitations of his subject pre- 
vented him from going farther back than the twelfth century. 
It is this neglected aspect of the history of medieval German 
commerce which I have tried to relate in this article. 

In spite of the immemorial antagonism between the two 
races, from early times a certain amount of border trade seems 
always to have existed between the Germans and the Slavs. 
Desire for commercial aggrandizement was a not unimportant 
motive of German eastward expansion and subjugation of the 
Slavs.? As far back as the first half of the seventh century there 
is mention of adventurous Frankish traders penetrating into the 
Slavonic wilderness, bartering for slaves, amber, and beaver 
and martin skins. 

* Rothschild, Berlin and Leipzig, 1910. 

2 ““Kaufleute, Krieger und Priester,’ Wendt, Die Germanisierung der Linder 
dstlich der Elbe, I, 10 (Liegnitz, 1884). Bugge, ‘“‘Die nordeuropiischen Verkehrs- 
wege im friihen Mittelalter,” Vierteljahrschrift f. soz. und wirtschaftsgesch., IV, 237, 
has written: “Die grésste Bedeutung der nérdlichen Vélker fiir die Handels- 
geschichte liegt doch darin, dass sie iiberall im Auslande, wo sie im 9., 10. und 11. 
Jahrhundert als Eroberer hinkamen, Stidte und Handelsniederlassungen griindeten. 
Dadurch wurde dem ganzen Verkehrsleben des nérdlichen Europas neues Leben 
eingehaucht und der Welthandel in neue Bahnen gelenkt.” 
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In the reign of Dagobert I (629-39) an alleged renegade 
Frankish trader named Samo established commercial relations 
with the pagan Bohemians, Moraven, and Carinthians, and is 
said finally to have abjured Christianity and to have established 
a short-lived barbarian state which extended from the Drave 
and Silesia‘ to the frontier of Thuringia, and which was powerful 
enough to defeat the Frankish arms and important enough to 
have its alliance sought by the Byzantine emperor Heraclius.? 

That a brisk commercial intercourse between the Frankish 
state and Samo’s kingdom existed in the seventh century is 
evident from the incident that some Frankish merchants were 


' Griinhagen, Gesch. Schlesiens, p. 4. 

? Fredegar, Chronicon, IV, 48, “‘ex pago Senonago”’ (cf. 68 and 75). Usually 
this reading has been accepted as meaning Sens or Soignies. If so this would make 
Samoa Frank. But thereisroomfor doubt. Apart from the dubious geographical 
reading and translation thereof, the name Samo does not sound like a German 
name, but a Slav. Certain it is that Czech tradition has connected Samo with the 
Bohemian national house of Przemysel-Schreuer, Vierteljahrschrift f. soz. und 
wirtschaftsgesch., V, No. 2, 1907, pp. 197-213; Goldmann, Mitteil. d. Inst. fiir 
oesterr. Gesch., XXX, No. 2, 1909; Schafarik, Slawische Alterhumer, I, 416-20. 
For the extension of Samo’s rule to Thuringia, Peisker, Cambridge Med. Hist., I, 
451, and note. For Samo and the Slavs in Carinthia, J. Goll, ‘Samo und die 
Karantischen Slawen,” Mitteil. d. Inst. fiir oesterr. Gesch., XI (1890), 443-46; 
Inama Sternegg, DWG, I, 234; Schulze, Die Kolonisierung und Germanisierung der 
Gebiete zwischen Saale und Elbe, 5-7; Meitzen, Siedelung und Agrarwesen, II, 150, 
405-6; Lippert, Sosial-Gesch. Bihmens, I, 219, all notice the trade importance of this 
item. 

Peisker, in his article on the expansion of the Slavs in the Cambridge Mediaeval 
History, I, 451, argues that the chronology of Samo’s reign must be corrected, for 
his overthrow of the Avars must have taken place some time between 602 and 605, 
most probably in 603. He points out that the revolt of the Croats and the Serbs, 
and finally the Bulgar Khan’s revolt, followed in the years between 635 and 641. 
However, other dates also in Peisker’s article difier from those commonly accepted, 
and no explanation is offered for this change of chronology. It is interesting to 
note in this connection, however, that another circumstance seems to favor Peisker’s 
contention. According to his chronology, Samo died about the year 637-40. 
Herzog Radulf (Fred., IV, 75, 77) was put in command of Thuringia, to protect 
that territory from the inroads of the Slavs. He, however, became involved in 
some difficulties with Sigibert, the son of Dagobert, and finally rebelled against him. 
In order to strengthen his position, he sought alliance with the neighboring peoples, 
and most probably with the Bohemian Slavs also. This was in 641 (Fred., IV, 77, 
87), and it is noteworthy that the name of Samo—who certainly was an outstanding 
is not mentioned. This would 





character and was well known to the chronicler- 
indicate that he may have been dead by that time. 
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killed in Bohemia in 631, and when King Dagobert sent an 
ambassador to Samo, this untactful messenger insulted him and 
Samo had him literally thrown out of the country.t After that, 
Dagobert invaded the country with an army composed of 
Alamanni, Bavarians, and even of the Longobards from Italy, 
but was decisively defeated at Wogastiburc. As a positive 
result of this victory of Samo’s, the Sorben chieftain Drevan fell 
away from his allegiance to the Frankish state and joined Samo’s 
kingdom. Samo became thoroughly domesticated in the country 
of his adoption, and is said to have married at least twelve wives; 
if we may believe Fredegar, he had twenty-two sons and fifteen 
daughters. He ruled thirty-five years; when he died, the great 
territory which he had consolidated seems to have fallen back 
into its component parts again. 

In the next century the Life of Sturmi, Boniface’s disciple, 
and abbot of Fulda, who died in 779, shows that a regular trade 
route ran from the Saale River to Mainz through the Thuringian 
Forest.? In 805 (probably, the date is not certain) Charlemagne 
for the first time legislated in regulation of this border traffic, 
and established a chain of fortified trading posts along the 
Slavonic frontier from the mouth of the Elbe to the middle 
Danube. These posts were Bardwick and Schesel (near later 
Hamburg), Erfurt in Saxony, Magdeburg on the great bend of 
the Elbe, Halzstat (near later Bamberg), Pfreimt (in the later 
Ober Pfalz), at the confluence of the Wald Nab and the Pfreimt 
to form the Nab, Forcheim, Lorsch, and Regensburg on the 
Danube at the mouth of the Nab.’ 

Although the Frankish sources are silent as to the nature of 
this border trade, except the mention of arms, the exportation 

* Fred., “‘aejectus est Sicharius de conspectu Samonis.” 

2“Tunc quadam die . . . . pervenit ad viam a Turingorum regione mercandi 
causa ad Magontiam pergentes ducit . . . . ibi magnam Sclavorum multitudinem 
reperit.” MGH, SS. II, 369, ch. 7. Cf. Rettberg, Kirchengesch. Deutschlands, I, 
372; Dopsch, Wirtschaftsentwicklung der Karolingerzeit, II, 191. 

3 Cap. Miss. in Theodonis Villa, c. 7, MGH, SS. XI, 1, p. 133; ed. Boretius, 
123, No. 44. For discussion of this legislation see Schulze, vp. cit., 13-14; Dopsch, 
Wirtschaftsentwicklung der Karolingerzeit, I1, 190; Waitz, Deutscheverfassungsgesch., 
IV (2d ed.), 51; Miihlbacher, Deutsche Gesch., 285; Wendt, I, 21-22. For 
the location of these posts, see Maps 26A, 26B in Cambridge Mediaeval History, II. 








546 JAMES WESTFALL THOMPSON 


of which Charlemagne forbade, we know from other evidence 
what its character must have been. This evidence has to do 
with the economy of the Baltic Slavs. Modern research has 
shown that the original home of the Slav race was probably in 
the great Pripet Marsh region of Western Russia, an area as large 
as Ireland,’ whence it spread over the whole of Eastern and 
Central Europe, becoming divided into two great branches, the 
Northern and the Southern Slavs, and still further separated 
into various tribes. 

They were a lowland people by nature, and the Western or 
Baltic Slavs in the course of their expansion found a natural 
habitat in the vast marsh and lake region of modern Mecklen- 
burg, Brandenburg, and Pomerania. Even at the present time 
these regions abound with lakes. There are 329 in Mecklenburg, 
the largest of which is the Schweriner See; and more than 450 in 
east Prussia. Geologists estimate that in the twelfth century 
there were over 2,000 lakes in east Prussia alone. Medieval 
chroniclers show, and modern geology confirms their statements, 
that the whole territory in the valleys of the Elbe, the Oder, and 
the Vistula in the Middle Ages was dotted with lakes and ponds 
and covered with swamps. 

In such a country only the dry islets were capable of cultiva- 
tion, so that the agriculture of the Baltic Slavs was never as 
highly developed as that of the Germans. Cattle were scarce and 
horses even rarer. ‘Two oxen or one horse was reckoned to the 
“ploughland,”’ which shows that the farms of the Slavs were 
small. Their plow was a tree, the trunk being the beam and the 
lopped-off projection of a strong limb the ploughshare. It had 
no share and no edge.’ 

Bee-keeping with all Slavonic peoples almost amounts to a 
passion, and the Baltic Slavs plied a brisk trade with the Germans 

*See the remarkable chapter in Cambridge Mediaeval History, ch. 14 by 
Peisker, on the origin and expansion of the Slavs. 

? For contemporary comment, see Helmold, Chronica Slavorum, I, 12, 14, 88; 
Heinrici, Chron. Lyvonial, Il, 7; Monumenta Lubensia (ed. Wattenbach), 15. 
For modern commentary, Langethal, Gesch. der deutschen Landwirtschaft, I, 51, 96, 


379; II, 246; Von der Goltz, Gesch. der deutschen Landwirtschaft, 1, 128-29; 
Dopsch, II, 136; Michael, Gesch. des deutschen Volkes, 100. 
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in honey and wax for church candles and the sealing of docu- 
ments.’ Flax was much grown in the lowlands, and linen cloth 
or canvas an article of export.?, Herbordus, the biographer of 
Otto of Bamberg, the apostle to the Pomeranians in the first 
quarter of the twelfth century, says that the Pomeranians wore 
shirts and trousers made of linen in summer.’ Before this time, 
when German coin began to circulate among them,‘ strips of 
linen passed as currency like wampum among the American 
Indians in early colonial times. Weaving, pottery-making, and 
wood-carving were the principal industrial occupations.’ Fish- 
ing, both fresh- and salt-water fishing, was a universal means of 
livelihood. Like the Norse, the Slavs of the Baltic coast were 
pirates and slave traders.° 

We know nothing about the trade intercourse between the 
Germans and the Slavs in the ninth century, and it may be 
doubted if, in those tumultuous days of the break-up of the 
Frankish Empire, there was much. On the other hand, the 
Danes, with whom piracy and trade went hand in hand,’ 


t The church in Otto I’s reign collected the Slav tithe in honey (MGH, Dip. 
I, 418, 603; II, 40). Payments in wax, furs, hemp, and flax also are recorded. 
Silver is first heard of along the Wendish border in 965 (Guttmann, Forschungen 
sur brand und preuss. Gesch., TX, 416. Cf. my article “The German Church and 
the Baltic Slavs,” in American Journal of Theology, April, 1916, p. 216, n. 1. 

2Adam of Bremen, II, 19; IV, 18; Helmold, I, 12, 14, 88. The merchants 
in Wagria in the time of Vicelin (1127) must have been buyers of Slav linen and 
furs. 


3 Herbordus, Vita Ottonis Ep. Babenb., II, 28. These linens were sometimes 
embroidered (picturata). 


4 Helmold, I, 38 (ed. Schmeidler, pp. 76-77). ‘‘Porro apud Ranos (Rugians) 
non habetur moneta, nec est in comparandis rebus nummorum consuetudo, sed 
quicquid in foro mercari volueris, panno lineo comparabis. Aurum et argentum 
quod forte per rapinas ey captiones hominum vel undecumque adepti sunt, aut 
uxorum suarum cultibus impendunt, aut in erarium dei confernt.”” Saxo Gram- 
maticus describes at length the great Slav temple at Arcona sacred to the god 
Svantovit, with the tributes brought thither from all Slavonia. See English 
transl. by O. Elton, 393-95. 

5 Herbordus, II, 32. 

6 Giesebrecht, Wendische Geschichten, I, 205 f. See my article “The German 
Church and the Baltic Slavs,” in American Journal of Theology, April, 1916, p. 222. 

7 See my article, ‘The Commerce of France in Ninth Century,” in Journal of 
Political Economy, November, 1915, pp. 865-67; Bugge, Joc. cit.; Dopsch, II, 
183-86. 
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established commercial relations with the Slavs of the Baltic early 
in the period of their expansion. The little port of Reric (near 
later Wismar which was not founded until 1237), where the 
Danes had got a foothold on the mainland, is mentioned in the 
Annals of Einhard (anno 808) as being frequented by Danish 
merchants.t These traders were chiefly men of Schleswig, from 
the port of Hadeby.’? Fish and fur were the principal articles of 
trade, the importance of the former appearing as early as the 
ninth century;’ as for fur, a yearly gift of martins’ skins was 
exacted by the Danish king of the Schleswiger merchants as late 
as the middle of the twelfth century.‘ 

At the end of the tenth century, the piracy of the Danes, 
while not yet wholly abandoned,’ had passed through the stage 
of foray. Their expeditions in the time of Harold Bluetooth, 
(935-85) Sweyn (985-1014), and Knut (1014-35) took the form of 
territorial conquest and commercial expansion beyond sea. 
The Baltic policy of Denmark was to get a foothold at the mouths 
of the rivers, and so control the Wendish trade. The most 
important of such possessions was Jomsburg, on the island of 
Wollin at the mouth of the Oder, the seat of the famous brother- 
hood of pirates known as the Jomsvikings, which seems to have 
been established in the time of Harold Bluetooth.*® 


t Bugge, op. cil., p. 237, n. 243; Biereye, Beitrége zur Gesch. Nordalbingiens 
im 10. Jahrhundert (Berlin diss., 1909), 15. 

2 Biereye, op. cil., 9g and n. 2; Biigge, op. cit., 232-33. Schwerin is first men- 
tioned in 1018 by Thietmar, Chronicon, IX, 5. 

3Herbordus, II, 1, p. 51; Vogel, Hansisches Geschichisblatter, 1907, Heft, I, 
156. 

4 Biereye, op. cit., 9, n. 3. 

5 For a mass of evidence, Richter, Annalen der deutschen Gesch., U1, 154-55. 

6 Wollin—or at least the Slav tribe Vuloini, whence the name came—is first 
mentioned by Widukind, Rerum gestarum Saxonicarum, III, c. 69 (anno 967). 
Cf. Adam of Bremen, Gesta Hammaburg, Eccl. Pontif., 11,19, Herbordus, Dialogus, I1; 
24and 34. The Vila Ottonis, II, 7, severally describe it under the name of Jumna 
or Jumneta in the eleventh and twelfth centuries. It was the seat of the famous 
Jomsburg vikings, on which see Ersch and Gruber, Encyclopddie, XXII, 370-78; 
Bugge, op. cit., 242-43; Larson, The King’s Household in England before the Norman 
Conquest, 154-57. Giesebrecht, op. cit., I, 205, thinks Wollin was the present 
Swinemiinde. But all other historians and philologists like Schafarik, Slawische 
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Wollin, which must have been the chief point of connection 
between the Danish-Baltic trade and that of Eastern and South- 
eastern Europe,’ reached its height in the first half of the eleventh 
century.?, While Rurik and the Swedes in the ninth century had 
opened the famous Varangian Route from the Baltic to the Black 
Sea and Constantinople via Lake Ladoga, Novgorod, and the 
Dnieper, yet the shortest route between the two seas was across 
the isthmus via the Oder or the Vistula to Cracow and thence 
down the Pruth or Dniester.’ 

But independently of this Wendish-Byzantine commerce, the 
nearer commerce of the Baltic Slavs was worth striving for by 
Denmark. Stettin, at the mouth of the Peene, Danzig at the 
mouth of the Vistula, were rivals of Wollin, while inland the 
Slav towns of Wiligrad (Mecklenburg), Stargard (Oldenburg), 
and Schwerin, which has preserved its original Wendish name, 


Alterthiimer, 11, 576, Kemplin, Baltische Studien, XIII, 1, are agreed that Jomsburg, 
Wollin, Jumna, Jumneta, Vineta, were one and the same place. Another port, 
Truso, now Drausen, near the mouth of the Vistula, is mentioned in the travels of 
Wulfston by Alfred the Great (see Sweet’s ed. of A-. S. Orosius, 19). Whether the 
Danes were trading there as early as the tenth century is not known (Bugge, oP. cit., 
p. 238). 

sage . apud Sliaswig, quae et Heidaba dicitur..... Ex eo portu naves 
emitti solent in Sclavaniam vel Suediam vel ad Semlant usque in Graciam.”— 
Adam of Bremen, Descriptio Insularum Aquilonis, c. 1. 

2 See the long description of it in Adam of Bremen, Gesta, etc., II, 19. For 
the magnitude and extent of Danish trade at this time, in addition to the article 
by Bugge already cited, see Baltische Studien von der Gesellschaft fiir Pommersche 
Geschichte und Alterthumskunde (Stettin, 1835-92), Nos. 7, 13, 25. 

3 There is a very extensive literature upon the subject of early Balto-Slavonic- 
Byzantine commerce. See Peisker, Vierteljahrschrift f.soz- und wirtschgesch., III, 
Nos. 2, 3, 4 (1905); Heyd, Histoire du commerce du Levant, I, 68-86; Wilken, 
“Die Verhiltnisse der Russen zum byzant. Reich im 9.-12. Jahrh.,”’ Abhandl. der 
Berl. Akad., 1829, pp. 75 ff.; Lelewel, “‘Tableau historique du commerce des 
Slavons,” Numismatique du Moyen-Age, Part III, pp. 98 ff.; Jacob, Der nordisch- 
baltische Handel der Araber im Mittelalter, Leipzig, 1887 (with bib., 126-27); Bugge, 
“Der Untergang der norwegischen Schiffahrt,” Vierteljahrschrift fiir soz-und 
wirtschaftsgesch., XII, 1, 245-50; Bury, History of Eastern Roman Empire (802-67), 
402 f. Guttmann, Forschungen zur brand. und preuss. Gesch., IX, 399-400; Lam- 
precht, Deulsche Geschichte, II, 346-51; Fisher, Mediaeval Empire, Il, 4-5; 
Wendt, Germanisierung der Lander éstlich d Elbe, 1, 14-15; Schumann, Baltische 
Studien, N.F., VI (1902); Fiddichow, Monatsbl. v. d. Gesellschaft fiir pom. Gesch., 
1896. 
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were important places long before Bremen and Hamburg and 
Liibeck, the last of which was not founded until 1143." 

The long and bloody warfare waged against the Baltic 
Slavs by the Saxon Germans was partly motived by religious 
bigotry, partly by land-hunger, and partly by a wish to acquire 
possession of the mouths of the rivers flowing into the Baltic, 
in order to control the Wendish? trade. The means of conquest 
were the sword, the cross, and the plow (Das Schwert, das Kreuz 
und der Pflug). The decline of Danish power after the death 
of Knut (1035) facilitated this purpose. But it was a long and 
a hard struggle. Thrice the Germans were thrown back across 
the Elbe by revolts of the Slavs, in 983, in 1018, in 1066. The 
conquest was not completed until the Wendish Crusade (1147) 
finally subdued Mecklenburg and Brandenburg beyond all hope 
of Slav recovery, and German domination was firmly fixed in 
the country by the vigorous rule of Henry the Lion and Albrecht 


the Bear. 
But the Germans fought for the mouths of the Baltic rivers 
not only in order to capture the Wendish trade in the Baltic, but 


' Herbordus, II, 25, in the middle of the twelfth century calls Stettin “civi- 
tatem antiquissimam et nobilissimam in terra Pomeranorum matremque civita- 
tatum.”’ It is first mentioned under the name Schinesge in 995 (Codex Pomer. 
Diplom., No. 503, p. 1026). Danzig appears as Gyddanizc in 997 (Vita S. Adal- 
berti-SS. rerum Pruss., 1, 228). It is interesting to observe that though the center 
of trade shifted from the island of Wollin, whose period of greatest prosperity 
was during the Danish occupation of the Baltic seaboard, to the mainland at Stettin 
and Danzig after the German conquest of Mecklenburg and Pomerania in the 
twelfth century, yet the configuration of the coast has not changed since the Middle 
Ages. For Adam of Bremen, II, 19, describes the three mouths of the Oder in 
terms which would hold today. Adam of Bremen, III, 19, describes the Obodrite 
city of Wiligrad (Mecklenburg) as ‘“‘Magnopolis . . . . civitas inclita Obodrito- 
rum,” and mentions Ratzeburg and Stargard-Alt-Liibeck-Oldenburg, which Helmold 
I, 12, characterizes as “‘antiqua civitas.” There is an excellent history of Danzig 
by Hirsch, and one of Stettin by Wehrmann. Stargard has found an historian 
in F. Boll. 

2 The word “Wend” was used (and still is) by north Germans to describe the 
Slavs of the Elbe and the Baltic coast, without distinction of tribe. The name was 
derived from the Wenidi or Winidi, a formidable Slavonic tribe in the time of 
Charlemagne, and came to be used to indicate the Slavs much as the word waelsch 
(English Welsh) was employed to indicate foreigners in general, e.g., French and 
Italians. A modern parallel is the Boer word Uitlander (Outlander) in South 


\frica, to describe the English and Portuguese there. 
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also to find an exit for their own inland commerce. The natural 
exits for products of the German hinterland were the Elbe, the 
Trave, the Peene, and the Oder rivers. The Germans always 
controlled the mouth of the Elbe, but its middle course was not 
permanently secured until after 1147, when it became a German 
river from Meissen to the sea. Nor was full control of the other 
rivers acquired until after the Wendish Crusade. 

Heinemann thinks’ that even as early as the Saxon period 
(g19-1024) the border traffic between the Germans and the 
Wends was of sufficient importance to be taxed; but Guttmann 
believes this to be ganz unwahrscheinlich However, the growth 
of German trans-Elbean trade can be obscurely traced even in 
Saxon times. In 975 Otto II, at the prayer of Adalbert, arch- 
bishop of Magdeburg, granted protection “to merchants dwelling 
in Magdeburg” and freedom ‘everywhere in our realm, in 
Christian and in barbarous lands, to go and come unmolested.’ 
In 1025 Conrad II reaffirmed this decree and specific mention is 
made of the trade of Magdeburger merchants on the Havel and 
the Spree, i.e., in Brandenburg. Intermediate between these 
two dates we have the statement of Bishop Thietmar of Merse- 
burg (died 1018), whose youth was spent in Magdeburg, that 
he had seen guards in the churches watching the goods of 
merchants deposited there for safe-keeping.s These merchants 
were both Germans and Jews.° 

* Markgraf Gero, 42. 

2 Forschungen zur brand. und preuss. Gesch., UX, 417, n. 5. 

3 Hansisches Urkundenbuch, I, No. 1. 

4 Boehmer, Regesta, No. 1272; Stumpf, Regesta, No. 1871. 
5’ Thietmar, Chronicon, I, 12. 

6 Tbid., III, 1; IV, 12; VI, 16. MGH, Dip. I, p. 416, associates German and 
Jew merchants together. These slaves were recruited from the border warfare 
between the German and the Slav peoples, and also from the internecine strife 
between the Slav tribes (Adam of Bremen, Descriptio, 18). The strife also between 
the Danes and the Germans furnished slaves. Helmold, II, 13, relates that 700 
Danish captives were exposed for sale in the market at Mecklenburg in 1168. 
Thietmar of Merseburg deplored the barbarity of the Saxons in dividing up the 
families of prisoners when sold as slaves (Giesebrecht, Wendische Geschichten, I, 35). 
Many of these slaves were exported via Venice to the Mohammedan lands. The 
Jews controlled the border slave trade, upon which they paid a tax, Thietmar, 
VI, 12; Gerdes, Gesch. d.d. volkes 1, 357 and n. 3; 359. Wiirzburg was an important 
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The Slavonic reaction of 1018 must have given this frontier 
trade a set-back. Yet by the middle of the century it is evi- 
dent from Adam of Bremen that adventurous German merchants 
were again penetrating into the Wendish lands, going as far 
as Wollin, which was eight days’ journey from Hamburg. 
They seem to have been unmolested provided they did not parade 
their faith. Apparently these merchants, or others like them, 
also went on to the Swedish coast and to Ostrogard-Novgorod, 
which was eighteen days’ journey farther." 

When we reach the twelfth century evidence accumulates in 
regard to this trans-Elbean and Baltic trade. In the Obodrite 
country (it did not become the Duchy of Mecklenburg until 
after the conquest in 1147), at Stargard, later Germanized into 
Oldenburg, which was the capital of the Obodrite duke Pribislav, 
there was a considerable colony of German merchants settled in 
1129.2. German trading operations extended clear to the island 
of Riigen, whose inhabitants were still fiercely pagan, and where 
the famous Slavonic fane of Arcona was located,’ and before 
the storming and capture of this sanctuary by a joint German 
and Danish expedition in 1168, it was necessary for the mer- 
chants not only to avoid parading their Christianity, but also 


base of slave supply in 1006. The better public opinion reprobated the practice, yet 
it flourished for centuries. Margrave Gunzelin was criticized for selling Wendish 
captives to Jew merchants (Thietmar, VI, 36); the Bohemians were reckoned 
“bad Christians” because they disposed of captives in war to the Jews (Vita S. 
Adalberti, ch. 12, cf. Vita Johan. Gorz., ch. 121. MGH, SS. IV, 371); Henry II in 
1012 endeavored to restrain the traffic (Ann. Qued.,” MGH, SS. III, 81). Slaves 
are mentioned as articles of commerce in a Bavarian tariff list on the Danube in 
904 (Diimmler, Ostfrank. Reich, ILI, 533). Slaves are often mentioned with 
transfers of land (see Gerdes, I, 418-20 and Waitz, V, 207-8, for references. In 
914, 23 slaves and 27 Hufen of land were exchanged for 30 slaves and 19 Hufen, 
which shows that a slave was valued about at the price of a Hufe. 

‘Adam of Bremen, Gesta, II, 19; Descriptio, 18, 21; Helmold, I, 6. The 
Gothland merchants had reached Novgorod long before the twelfth century 
(Bichtold, of. cit., 256, n. 864; Bugge, op. cit., 251). A charter of 1023 mentions an 
‘“international’’ bridge where the German merchants changed wares with the 
Russians. A Russian chronicle mentions St. Peter’s Church in 1184. First men- 
tion of the factory at Novgorod is made in 1199 (Bichtold, op. cit., 256, n. 865). 

? Helmold, I, 48: ‘‘a mercatoribus quorum non parvam coloniam.” 


3 [hid., I, 38. 
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to offer substantial presents to the god in order to be permitted to 
buy and to sell." 

Among the Roni, or Rugians, conditions of trade were 
so primitive that strips of linen cloth served for currency, like 
wampum among the Indians of America.? 

Every year, in November, at the time of the “big wind” a 
fleet of western craft came for dried fish and furs.’ 

This Alt-Liibecker merchant group even penetrated into the 
Baltic and sought to capture the ancient Swedish-Russian 
trade of Novgorod and the Varangian route and had a “factory” 
or trading post on the island of Gothland. For in 1134 the 
emperor Lothar II took them under imperial protection.4 We 
know little more about this farther commerce until the formation 
of the Hanseatic League and the incorporation of the Wisby 
group with it in 1298. 

Of the trade of the Pomeranian mainland in the first half of 
the twelfth century we have interesting information in Ebbo’s 
Life of Otto of Bamberg, who twice visited Pomerania (in 1124 
and again in 1128), and also in the Dialogus of Herbordus.’ 


With the fall of the Jomsburg vikings Wollin had begun to 


tHelmold, I, 6 (p. 17). Cf. Breska, in Forschungen sur deutschen Gesch., 
XXII, 585-87. 

2“*Porro apud Ranos non habetur moneta, nec est in comporandis rebus 
nummorum consuetudo, sed quicquid in foro mercari volueris, panno lineo com- 
parabis. Aurum et argentum, quod forte per rapinos et captiones hominum vel 
undecumque adepti sunt, aut uxorum suarum cultibus impendunt, aut in erarium 
dei sui conferunt.’”—Helmold, I, 38; cf. 36. This cloth currency was also once 
current among the Bohemians. In Czech the word for linen and the word to 
number come from the same root (Lippert, Sozial Gesch. Bihmens, I, 84). 

3 Helmold, I, 48 and II, 12; Ann. Erphesf., 1135 (MGH, SS. VI, 540), supply 
other details as to the nature of this commerce. There is still a little village, now a 
watering-place, near Stettin named Heringsdorf. For the importance of the 
Baltic herring trade see Bichtold, Der norddeutsche Handel im 12. und beginnenden 
13. Jahrhundert (Berlin, 1910), 261. In Herbordi, Dialogus, III, 30, and Ebonis, 
Vita Ottonis, LI, 23, is a curious account of how the conversion of the peoples of the 
mainland of Pomerania interrupted for some time the trade with the Rugians, who 
would have nothing to do with the converted Slavs. 

4 The original charter of Lothar is lost. But it is referred to by Henry the 
Lion in a privilege dated October 18, 1163, granted to the merchants of Liibeck 
(Liibecker Urkb., I, 4,n. 3. Cf. Richter, op. cit., III, 690, notes; Jaffe, I, 155). 

s Vita, II, 41; Dialogus, I, 36; I, 7, 12, 28; ITI, 1. 
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decline, though when Adam of Bremen wrote in the middle of 
the eleventh century it was still the most important port on 
the Pomeranian coast." 

By the next century, however, Stettin appears as the fotius 
Pomeraniae metropolis, although it could not possibly have had a 
population of from six to seven thousand, as said.” Its chief 
rival was Camin. The spongy, marshy soil, upon which both 
towns were built was a serious drawback. Stettin was girded 
with swamps,’ and the streets in Camin were so miry that 
bridges, which seem to have been nothing but planks, were every- 
where. Otto himself fell off one of these planks and was pitched 
into the mud.‘ The people were hospitable, though rude and 
crude in manners.’ Each town had a forum where business was 
done, and a certain degree of money economy obtained.® There 
were warehouses, chiefly, one imagines, for the curing and storing 
of fish. Fishing was the main activity of the inhabitants, though 
furs’ and slaves were also articles of commerce.’ The herring 
ran in shoals in the Baltic; but there was a brisk trade in fresh- 
water fish, too. The coastwise trade must have been con- 
siderable, for Otto easily traveled by water from Wollin to 
Stettin.” 

By 1125 it is evident that there was a through route from the 
eastern parts of “New” Germany to the farther Baltic coast. 
Halle, on the Saale River, was the clearing-house and emporium 
of all this eastern German commerce. Both times when Otto 
of Bamberg made his trips to Pomerania he “stocked up” at the 
fair (nundinae) in Haile, and thence traveled by boat down the 
Saale to the Elbe, down the Elbe to Werben at the mouth of the 
Havel, and up the Havel and down the Peene to Stettin." 

t Gesta, LU, 10. 


? Herbordus, I, 5, 25, 34; Sommerfeld, Gesch. d. Germanisierung des Herzog- 
tums Pommern, in Schmoller’s Forschungen, XIII, Heft 5, p. 54, note. 


3 Herbordus, II, 5. 7 Ibid., Il, 28. 

4 Ibid., II, 24. 8 Tbid., III, 2. 

s Jbid., Il, 41. 9 Tbid., II, 41; III, 21. 

6 Jbid., II, g and 26. © Tbid., II, 37; III, 14. 

u Jbid., 1, 36; II, 1. For further information on this trade see Giesebrecht, 


Wend. Gesch., 1, 16-35; Herzberg, Gesch. d. Stadt Halle im Mittelalter, 1889; 
Sommerfeld, op. cit., pp. 62-66. It seems to me that Wendt, op. cit., II, 6, under- 
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If one were not already convinced of the activity of lower 
Germany in the Baltic trade, the founding of Liibeck in 1143 
by Adolph of Holstein ought to resolve his doubt. For its 
establishment was a turning-point in the history of North 
Germany. The site was not unknown before. In days gone by 
Kruto, the powerful Wendish chieftain who broke the German 
domination east of the Elbe by the great rebellion in 1066," 
had erected a castle surrounded by a wooden palisade on the 
large island where the Trave and the Wochnitz flowed together. 
Adolph’s clear eye saw the advantage of the location in spite of its 
swampy nature. The new place, which was called New Liibeck, 
to distinguish it from Alt-Liibeck (the Wendish Stargard, now 
Oldenburg), and later merely Liibeck, soon became an important 
port.’ 

The rapid growth of Liibeck* aroused the resentment of 
Henry the Lion, for it cut into the trade of Bardwick, Charle- 
magne’s ancient trading post, which belonged to the Saxon 
duke, and in order to get a share of the Baltic trade Henry 
founded Léwenstadt, named after himself, on the Wochnitz 
between Liibeck and Ratzeburg.* But his new city did not 
prosper. Liibeck, as Helmold says, ‘was more prosperous and 
better located.’ Henry the Lion was not the man to brook a 
successful rival. In 1158 he seized Liibeck by force, removed 


estimates this commerce. For routes by road and water in Germany in this time, 
see Kretschmer, Historische Geographie von Mitteleuropa, pp. 212-13; Gasner, 
Zum deutschen Strassenwesen von der Gltesten Zeit bis zur Mitte des XVII. Jahr- 
hundert (Leipzig, 1889), pp. 31-58; Lauffer, op. cit.,.pp. 53 f.; Kmnull, Historische 
Geographie Deutschlands im Mittelalter, Breslau, 1903. The Baltic trade to South 
Germany was mainly up the Mulde and down the Nab to Regensburg, the former 
taking the place of the Saale when that stream was made the eastern edge of the 
German world in Charlemagne’s time. In Bohemia a trade route ran from Prague 
up the Moldau and over the divide to Linz on the Danube. Another road was up 
the Egger—or through the Nollendorf Pass—and down the Nab to Regensburg. 

«See my article in American Journal of Theology, April, 1916, 228-30. 

2 Helmold, I, 57 and 63; Ep. Sidonis (in Schmeidler’s ed. Helmold, p. 245); 
Hoffman, Gesch. der Stadt Liibeck, 1889. 

3 Helmold, I, 48, 57, 63, 71, 76, 85. 
4 Ibid., I, 86. Cf. Simonsfeld, Jahrbuch, I, 555-56. 
5 Helmold, I, go. 
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the markets of Bardwick and Léwenstadt there and established 
a mint. It soon became the emporium of the whole Baltic 
trade. Merchant vessels from England, Denmark, Sweden, 
Norway, and even Russia crowded the port.’ Stettin was 
Liibeck’s closest rival.2 The Low German speech became the 
language of trade throughout the whole north, and the Elb- 
slavischen speech, which hitherto had been necessary for the 
conduct of Baltic trade,’ gradually died out. More than a 
hundred years later the records of the Hanseatic League began 
to be written in it. The destruction of Bardwick in 1189 by 
Henry the Lion, after his return from exile, further contributed 
to Liibeck’s growth.‘ 

A similar progress of German commerce, although not in the 
same degree, is observable at this time also farther inland. 

In Brandenburg, when Albrecht the Bear fixed his capital 
upon the Spree, where Berlin now is situated, there were already 
there two Slavonic villages, Kollin (German, K@6lln) on the 
island and Berlin on the right bank. Both names are of Slavonic 
origin. The German incomers settled on the river edge, while 
Kélln was chiefly inhabited by Wendish fisher folk. It is not 
without significance that the first Christian church erected on the 
island was dedicated to St. Peter, the fisherman, and that the 
German settlers in Berlin built their first church to St. Nicholas, 
the patron saint of merchants. ‘The fact is typical of the differ- 
ence between the two communities. In Berlin today the island 


*Helmold, 1,86. Arnold of Liibeck, II, 5. Henry the Lion founded the monas- 
tery of St. Mary and St. John in Liibeck (1177) and because of slenderness of episcopal 
revenues there endowed it with half of the villa Renseveld (Urkundenbuch der 
Stadt Liibeck, I, n. 5), a second “‘villula”’ across the river called Cleve, but in same 
parish, and a third of the tithes in Greater and Lesser Gladenbrugge (parish of 
Sigeberg) and in Stubbendorf. Certain property within the city of Liibeck 
(curtes) bringing eight marks rent annually and fields around Liibeck were also 
donated. The duke’s liberality, we are assured, stirred the envy of others. 

2Wehrmann, Gesch. von Pommern (1904), I, 95, 112; Bachtold, 246: record 
of a citizen of Bamberg who had lived for years in Stettin as a merchant, and 
at his death left his property to the church in Stettin. 

3 Guttmann, op. cit., IX, 408; Bugge, op. cit., p. 240, n. 3; Iken, Bremisches 
Jahrbuch, XVI, 1895. 

4 Arnold of Liibeck, V, 2. 
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part of the city is known as Alt-K6lln, where the fish market 
even yet is hard by the ancient church of St. Peter’s. The two 
communities each received a separate charter and were not united 
into a single city until the fourteenth century, when Berlin 
became a member of the Hanseatic League.’ 

Ably seconded by the energetic archbishop of Magdeburg, 
Wichmann, the margrave furthered the immigration of settlers, 
among them many Dutch and Flemish colonists, planted towns 
and granted town charters and commercial privileges which 
were models of their kind; on the rivers of the Mark plied the 
barges of merchants, whose goods were protected from brigands 
and predatory attacks of the hostile Wends by armed guards.” 
Warehouse privileges and toll stations were established at con- 
venient points, such as Werben and Wittenberg on the Elbe, 
Potsdam and Heiligensee on the Havel. The number of mints 
shows that a money economy prevailed by this time.4 The 
traffic must have been almost exclusively in raw products, 
especially furs,’ though the German colonists must have drawn 
some supplies, particularly domestic utensils and farm tools 
from farther west, and the church and the margrave’s court 
created some demand for the luxuries of older Germany. There 
is no doubt that the towns of the margraviate commercially 
prospered under the enlightened régime and efficient protection 
given them by Albrecht the Bear.°® 

But one must not exaggerate the size or prosperity of these 
towns. In the twelfth century they were much behind the 
older cities of Central and Western Germany both in wealth and 
population, and, indeed, not until well down in modern times did 
Berlin and Frankfort-on-the-Oder come to rival Cologne or 
Niirnberg, or Frankfort or Liibeck. Brandenburg was located 
on the outer edge of the great commercial zone created in 


* Lavisse, La Marche de Brandenbourg, pp. 134-35 and notes. 
2 Riedel, Die Mark Brandenburg, II, 99. 

3 Ibid., II, 103; Lavisse, p. 218. 

4 Tbid., Il, 97, n. 1. 

5 Lavisse, op. cit., 231-32. 


6 Tuttle, History of Prussia, I, chap. i. 
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Northern German by the formation of the Hanseatic League. 
Beyond this periphery, in Poland and Bohemia, German com- 
mercial activity was slight until the fifteenth century. In 
Prague, in the reign of Wratislav (1061-92), there is mention of 
a group of Bavarian merchants, but of none from the north.* 
In Poland there is scarcely a trace of German commerce before 
1175.2. On the other hand many Rhenish and Flemish merchants 
are found down in Southeast Germany in the twelfth century. 


JAMES WESTFALL THOMPSON 
UNIVERSITY OF CHICAGO 


' Wendt, II, 6. 

2 Ibid. A papal privilege of 1155 for Breslau contains only one German name 
in a long list. 

} Lamprecht, Deutsche Gesch., III, 197. 














BASES OF CONTROL FOR RETAIL INVENTORY 


During the last year or so, retail merchants have been compelled 
to give very careful consideration to the matter of inventory control. 
During the period of reckless buying and high gross profits, no severe 
penalty attached to the accumulation of a large inventory in any 
line of retail merchandise, since, while that period lasted, the buyer 
was practically sure of selling his goods at a profit, and departmental 
inventories as a whole could safely be assumed to be worth at least 
what they cost. Consequently, careless methods of merchandising 
were followed, and since no obvious punishment was incurred directly, 
these methods grew in many cases to be habits. But the falling off 
in demand which began late in 1920, and the accompanying slump in 
prices, have forced the matter of inventory control upon the attention 
of merchandise managers in a most painful fashion. An analysis 
of inventory in one of the larger Chicago stores showed that on January 
I, 1922, 95 per cent of the inventory of one selling section had been 
received prior to September 1, 1921, and other sections showed 
almost equally startling figures, several other departments showing 
70 per cent, 80 per cent, and even 85 per cent old stock. 

For efficient operation of the stock of any selling department two 
things are desirable. They are: (1) A control of stock in terms of 
physical units, which will not only enable the department buyer to 
know how much stock he has, but also to classify the stock by the 
length of time it has been in the store. (2) A control of stock in terms 
of value, which will not misrepresent each month’s profits by allowing 
the buyer to overvalue the stock remaining on hand at the end of 
the month. 

Control of physical quantity of stock is a somewhat different 
proposition in a retail store from what it is in a manufacturing concern. 
In many of the departments of a retail establishment it is practically 
impossible, and indeed undesirable, to maintain a standard classifica- 
tion of the items carried in stock, since the factor of style plays so 
prominent a part in the retail business, and any new shipment of 
merchandise is likely to be different in some way from any merchandise 
previously on hand. For this reason the most satisfactory manner 
of controlling physical quantity of merchandise in sections where stand- 
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ardization is impracticable seems to be by a separate record of each 
order providing for information on the date ordered, the date of deliv- 
eries, quantities received, sales, sales returns, and balance in stock. 
This sort of record could advantageously be maintained by or for the 
buyers for such departments like suits, coats, hats, waists, and women’s 
shoes, in which the style element is a prominent factor,and standardiza- 
tion of commodities consequently difficult. In certain other depart- 
ments, like furniture, rugs, household utilities, and the like, standardiza- 
tion may be quite feasible. In such a case the commodities carried 
in stock may be classified and numbered or otherwise symbolized, 
and a perpetual inventory maintained similar to the balance of 
stores system employed in a manufacturing concern. Certain other 
departments, however, carry a great number of units, the unit value 
of which is small, the variety great, and the types continually changing 
to meet the latest style demands. Such departments are children’s 
wear, haberdashery, and notions. In a department with these 
characteristics no records of physical inventory which might be 
maintained would be likely to justify the labor involved in keeping 
them, and a control of inventory in terms of value is all that can be 
advantageously maintained. 

Whether or not a record of stock is kept in terms of physical 
units, it is desirable that the stock on hand in each department 
be stated in terms of value at least once a month. In departments 
which do not maintain a control of physical quantities, this is the only 
form of control exercised over inventory. 

Assuming that a physical inventory is taken only semi-annually, 
as is typically true in large retail stores, then the monthly vaiuation 
of inventory can represent at best only an estimate, but there is no 
reason why such an estimate may not be close enough for purposes 
of control. There are, in general, two methods employed in arriving 
at the monthly estimate of inventory for a given department or section. 
These are known to retail managers as (1) the cost basis of inventory 
valuation, (2) the retail price basis of inventory valuation. 

There are two variations of the method employed in estimating 
inventory at cost. One of them involves figuring all sales at cost as 
well as at retail. This necessitates a considerable amount of labor 
on the part of the retail auditing division, but makes control of 





inventory at cost a very simple matter once the figure of sales at 
cost is available. It is necessary only to add together beginning 
inventory at cost and purchases at cost and to subtract from this the 
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total sales at cost. The result would be the ending inventory at cost. 
Assume that for a given department inventory at cost on May 1 is 
$7,000, purchases for May, at cost, $7,500, and net sales for May, 
at cost, $7,800. It is evident, that the inventory at the end of May, 
shown at cost, should be the difference between the total of beginning 
inventory and purchases, or $14,500, and sales at cost, or $7,800. 
The resulting inventory valuation is $6,700. 

Very few retail establishments, however, figure sales at cost. 
Where this figure is not available, the method of estimating inventory 
at cost would be to take the total of beginning inventory and 
purchases, as in the other case, and subtract from this amount the 
sales at retail less the percentage of gross profit which is estimated 
to be an average for the department. Assume beginning inventory 
to be $7,000 and purchases $7,500, as before. Sales at retail are 
$12,000. Past records show the average gross profit for the depart- 
ment to be 333 per cent. Applying this to the figure of sales, the cost 
of sales is found to be $8,000, and the final inventory $6,500. This 
figure varies slightly from the result obtained before, since the esti- 
mated average gross profit is slightly lower than the actual gross 
profit previously assumed to have been secured. This serves to 
illustrate the fact that the accuracy of such an estimate of inventory 
depends upon the accuracy of the estimated average gross profit. 

During the past year or so there has been a marked tendency on 
the part of retail merchandise men to favor the retail price basis 
of controlling inventory. The method of computation is as follows. 
As each purchase invoice comes in, the mark-up is entered on the 
invoice, and the amount of purchase is recorded at both cost and 
retail. The amount of the beginning inventory is carried at retail, 
being the result of the estimate made at the beginning of the preceding 
month. The beginning inventory is also kept at retail less mark-up, 
a figure obtained by the method to be explained later. A record is 
kept of all changes made in retail prices during the month, whether 
mark-ups or mark-downs. At the end of the month, beginning 
inventory at retail and purchases at retail are added together, and the 
amount of net mark-downs during the month subtracted, or net 








mark-ups added. From the resulting figure is subtracted net sales 
at retail. the difference being the final inventory at retail. The 
average rate of mark-up obtaining during the month is then computed 
and this percentage is applied to the figure of final inventory at retail 


in order to reduce it to the proper valuation. The resulting figure 
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will not be cost, although in some cases it might coincide with cost. 
It will be simply inventory at retail less the average mark-up for 
the month. 

To illustrate, assume that the following data are available for 
X department at the end of the month of May: beginning inventory 
at retail, $10,000, including a mark-up of $3,oco, making the net 
valuation $7,coo; purchase at cost $7,500, at retail, $12,509; net 
sales at retail, $12,000; net mark-downs, $800. The method of 
finding inventory at retail would be as follows: Beginning Inventory 
(retail)+Purchases (retail)— Mark-downs—Sales= Final Inventory 
(retail). Expressed in figures this would be: $10,000+$12,500— 
$800—$12,000= $9,700. To reduce this retail inventory figure to 
the correct basis for valuation in the financial statements it is necessary 
to compute the average mark-up on all goods on hand during the 
month, whether sold or not, and to reduce the retail inventory by 
this percentage. The mark-up on beginning inventory was assumed to 
be $3,000. On purchases it was the difference between the retail 
figure, $12,500, and cost, $7,500, or $5,000. Thus the total mark-up 
on all goods in stock during the month was $8,000, and the total 
retail figure $22,500. But the mark-downs of $800 taken during the 
month would reduce the total mark-up to $7,500, and the total retail 
figure to $21,700. The average percentage of mark-up for the month 
is therefore approximately 33. Applying this to the amount of the 
inventory at retail, $9,700, this figure will be found to include $3,201 
mark-up, so that the net valuation for purposes of the monthly 
financial statement will be $9,700—$3,201, or $6,499. 

This basis of valuing inventory has the merit of taking into 
consideration the effect of mark-downs or mark-ups at the time they 
are taken, without waiting until the goods are sold. Under the system 
of valuing inventory at cost, if the departmental buyer allows his 
inventory to grow to unwieldy figures. and is compelled to take 
mark-downs, it does not affect his monthly showing of net profits 
except as it is reflected by the sales actually made at a lowered gross 
profit. Working on the retail basis, however, as soon as the mark- 
downs are taken, the lessened profits of the department are plainly 
evident. 

This may be illustrated by assuming a situation only too common 
in this year of grace 1922. A buyer has in stock at the first of the 
month merchandise which cost $21,000, and is marked at retail 
$30,000. This figure includes a large percentage of old stock, so he 
takes mark-downs during the process of the month, amounting to 
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$6,000. Purchases for the month are $7,000 at cost, $10,000 at 
retail. Net sales for the month were $12,000, retail, and the average 
percentage of gross profit, estimated by the accounting division on 
the basis of past records, is 30 per cent. Applying this percentage 
to the figure of sales would show a cost of sales of $8,400. On the cost 
basis of valuation, therefore, final inventory would be obtained by 
adding $21,000 (the initial inventory at cost) and $7,000 (purchases 
at cost), and subtracting $8,400 (estimated cost of sales), giving an 
inventory of $19,600. Gross profit for the month under this method 
would of course be the difference between $12,000 (sales at retail) 
and $8,400 (estimated cost of sales), or $3,600. 

Using the same data, but employing the retail method of valuation, 
the computation of final inventory would be: $30,000 (initial inven- 
tory at retail)+$10,000 (purchases at retail)—$6,o00 (total mark- 
downs) — $12,000 (sales at retail)=$22,000, or ending inventory at 
retail. The next step is to find the average percentage of mark-up 
for the month. This is computed by adding together beginning 
inventory at retail and purchases at retail, a total of $40,000, subtract- 
ing the month’s mark-downs of $6,000, leaving a difference of $34,000, 
which represents the revised retail figure, and subtracting from this 
the sum of beginning inventory and purchases at cost, or $28,000. 
The difference, $6,000, is the total remaining mark-up, which, taken 
upon the basis of the revised retail figure of $34,000, gives an average 
mark-up percentage of 17.6+. Applying this to $22,000, the figure of 
final inventory at retail, the figure is found to include a mark-up of 
$3,872. The amount of inventory to be taken for purposes of the 
financial statements is the difference, or $18,128. This valuation of 
inventory will result in a very different showing of gross profit from 
that obtained by the cost basis of valuation. This fact can be made 
evident by submitting the trading section of the departmental profit 
and loss statement under each of the two methods, as follows: 








Cost Basis Retail Basis 
PT hose Sh is card ans $12,000 $12,000 
Cost of Goods Sold 
Initial Inventory.......... $21,000 $21,000 
WUBIN. oes cs scans ance 7,000 7,000 
28,000 28,000 
Less Final Inventory........ 19,600 18,123 
Cost of Goods Sold.......... 8,400 9,872 





fp 


Gross Profit on Sales........ 3,600 $2,128 
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This difference results in recognizing the effects of the month’s 
mark-downs, not only on the sales made, but on the value of the 
remaining merchandise. The showing of gross profit over a consider- 
able period of time will be the same under the two methods, but the 
retail method gives a more immediate control of the situation, showing 
at the same time a more logical valuation of inventory and a truer 
statement of the period’s gross profit. To the departmental buyer 
it furnishes a warning and an incentive to keep his stock within 
limits, and clear of dead merchandise. This basis of inventory 
valuation has been approved by the Treasury Department for 
purposes of the income tax, and seems to be coming increasingly into 
favor with progressive merchandise managers. 

A few stores employ a variation of the retail method which goes 
a step farther than the one just outlined, and is in the opinion of the 
writer an even more desirable device for control. This method involves 
the establishment by the management of a standard percentage of 
gross profit for each department. The departmental buyer is held 
responsible for maintaining this standard percentage of gross profit 
for his department asa whole. It is not necessarily meant by this that 
he must show this percentage on every month’s sales, or on every line 
carried, but that for a given year or a given season his total depart- 
mental sales must show an average gross profit not lower than the 
standard percentage set. Under this system it is assumed at all 
times that the departmental inventory at retail figures includes a 
percentage of mark-up not less than the standard percentage estab- 
lished. The valuation to be placed on the inventory for purposes 
of the financial statements under this method would therefore be 
the figures of retail inventory less the standard percentage of gross 
profit. It is true that this might result in showing the inventory at 
a valuation higher than cost, in case the actual gross profit realized 
by the department for the period showed a higher percentage of 
sales than the standard percentage adopted. Except in time of a 
rising market, however, this would be the exceptional case, and with 
a rising market, cost is the safest basis of inventory valuation. Ata 
time like the present, however, when the tendency of the market is 
downward, the retail price basis is the more conservative one. 

The effect of this modification of the retail basis of inventory 
valuation may be illustrated by use of the data employed in the last 
illustration. Assume that the standard percentage of gross profit 
set for the department in question is 39 per cent. Then $22,000, 
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the retail figure of inventory, is assumed to include a mark-up of 
30 per cent, or $6,600. On this basis, this particular buyer’s inventory 
would be valued at $22,000 less $6,600, or $15,400. This figure of 
final inventory, used in the departmental statement of profit and loss, 
results in a showing of a loss on sales of $600, as compared with a 
profit of $3,600 under the cost method of valuation and of $2,128 
under the more generally employed variation of the retail method. 

It will be evident that the policy of holding the buyer responsible 
for a standard percentage of mark-up, and of applying this to his 
inventory valuation, will result in showing up his inventory sins in 
their full enormity. Under this method it is extremely difficult to 
imagine any departmental buyer allowing his stock to get into such 
a condition that at a given time 95 per cent of it is more than four 
months old. 

It is perfectly true that even under the cost basis of valuation a 
day of reckoning must come sooner or later. But the tendency, so 
long as inventory is valued at cost, is to have it come later. Under 
the first variation of the retail basis which was described, some 
weight is given to mark-downs, but the amount of mark-up which is 
assumed to be included in the retail figure of inventory, and subtracted 
from it to obtain the net valuation to be placed on inventory, is based 
on the average rate of mark-up actually obtaining during the current 
month. In case heavy mark-downs have been taken, the actual 
average mark-up is fairly sure to be considerably lower than the 
normal average mark-up prevailing ia the department. This means 
that the amount to be subtracted from the figure of inventory 
at retail will be a smaller percentage of that figure and that inventory 
will therefore be valued at a higher figure than if a percentage approxi- 
mating the normal were used. Even under the first variation of the 
retail method, therefore, it is possible to postpone the showing of 
unfavorable results for a considerable length of time. The application 
of a standard mark-up percentage, however, results in checking the 
buyer sharply every month, and strongly discouraging him from 
permitting the accumulation of any stock to which he is not willing 
to have the standard percentage applied. 

The writer has had opportunity to observe the operation of this 
last method in a large furniture store, where it has apparently more 
than justified its use. The merchandise manager of this establishment 
has applied this basis of valuation ruthlessly all through the period 
of falling prices. This store, in contrast to certain others, had secured 
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a very satisfactory turnover, kept its stock clean and within easily 
manageable limits, and has shown a rate of net profit which in view 
of existing business conditions is eminently satisfactory. The 
buyers have at all times been in a position to take advantage of 
lowered wholesale prices, instead of being overstocked with merchan- 
dise bought at a price level much higher than the current one. 

This satisfactory condition of affairs is the result of a progressive 
merchandising policy, rather than of an inventory system, but it does 
not seem too much to claim that in a period of falling prices the use 
of the retail price basis of inventory valuation, especially if applied 
on the basis of a standard departmental gross profit, has a tendency 
to prevent overconfidence on the part of the departmental buyer, 
and to stimulate him to continued effort to keep his stock moving. 
This basis of inventory valuation would not be desirable in a period 
of rising prices, since it would generally result in a valuation higher 
than cost. In a time of rising prices, therefore, the cost basis of 
valuation is more desirable. 

To summarize: The writer subscribes to the doctrine that mer- 
chandise inventory should be valued at cost or market, whichever 
is the lower. The purpose of this note is to consider what seems a 
fairly satisfactory method of arriving at a fair market valuation, in 
case the market represents the lower, and therefore the acceptable 
basis of valuation. 

A. C. Hopce 


UNIVERSITY OF CHICAGO 














THE CASE OF THE DANNER-KRAFT DRY GOODS 
COMPANY *? 


This company is a wholesale dry goods concern located in the 
southwest. Application for a loan was sought in Chicago late in 
1919. The following credit information was used by the Chicago 
bank in deciding upon the advisability of extending credit. 


I. REPORTS OF MERCANTILE AGENCY, DATED DECEMBER 31, I914, AND 
JANUARY 23, IQI5 


Danner-Kraft Dry Goods Company.................. Camden, Arkansas 
Nathan T. Danner, President W. R. Graham, Vice-president 
P. J. Brooks, Vice-president Nathan T. Danner, Jr., Vice-president 
D. W. Danner, Vice-president P. B. Kraft, Secretary 


Directors —The same with A. R. Kraft, P. S. Drake, R. C. Lansing, 
A. W. Brown, R. J. Swift, M. Lewis, F. B. Harper. 

Antecedents.—Business was incorporated under the laws of Arkansas, 
July, 1902, as Brand-Danner Dry Goods Company. N. T. Danner was 
formerly in the general merchandise business at Norris, Arkansas, remov- 
ing to Camden, prior to 1893 first engaging in wholesale grocery business 
with T. J. Brand, later discontinued grocery business and Brand-Danner 
Dry Goods Company was formed and continued until April, 1913, when 
N. T. Danner and others bought T. J. Brand’s interest and name of business 
was changed to Danner-Kraft Dry Goods Company. 

The president devotes all of his time to this business and is estimated 
worth outside of this investment $200,000. 

P. J. Brooks, vice-president, devotes his entire time to this venture, 
and is estimated worth $100,000. 

D. W. Danner, vice-president, devotes all his time to this venture, but 
is worth little outside his interest in this business. 

Nathan Danner, Jr., vice-president, devotes all his time to this venture 
and is worth but little outside of his interest here. 

P. B. Kraft, secretary, is engaged in the general merchandise business 
with his brother A. R. Kraft at Hinton. They are also engaged in the 
manufacture of trunks, both here and at Cedarville, Iowa, and are worth 
separately about $50,000. P. B. Kraft gives all his time to this venture 
while A. R. Kraft manages the business at Hinton. 

t Copyright, 1922, by the University of Chicago. 

2The Journal will print, from time to time, cases and problems for class use. 
The Danner-Kraft Dry Goods Company case is the fourth of this series. Arrange- 
ments have been made with the University of Chicago Press to make reprints of 
this case available for class use at 20 cents per copy. 
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P. S. Drake is engaged in brokerage business and is estimated worth 


$65,000. 


R. C. Lansing is in life insurance business here and is estimated worth 


$75,000. 
A. W. Brown is estimated worth $30,000. 


R. J. Swift is a merchandise broker here and estimated worth $20,000. 
M. Lewis gives his entire time to the venture and estimated worth 


$5,000. 
Fire records.—Learn of no fire losses. 


General remarks.—The affairs of this concern are under capable manage- 
ment being in the hands of P. B. Kraft, P. J. Brooks, and N. T. Danner. 
All are favorably regarded personally and prospects appear favorable. 
Below are summaries of former statements drawn up in an old style: 































Assets Liabilities 








Capital Stock 











$903, 500 
850,605 
917,783 


$903 , 500 
850,605 
917,783 


DOMMOTY, BOIG. 5 ois... c sens 
January, ror 
je. Ae ere 


























$200,000 
200,000 
500,000 











Following are summaries under present style: 











Liabilities 





Capital Stock 








Surplus Stock 











$500,000 
500,000 


895 ,480.70|/$ 895,480.70 
1,047,041.27| 1,047,041. 27 














$27,503.15 
64,350.35 














showing the condition of business December 31, 1914: 
Resources 
Merchandise per inventory . . . . .$ 


The following is a copy of their typewritten and signed statement 


530,800.44 














Accounts and bills receivable 
Cash on hand and in banks 
Furniture and fixtures 
Live stock ome 3 ae 
Stationery onhand. . .. . 
Premiums on unexpired insurance 
Interest and unexpired bills payable 
Real estate and personal property. 
Total 

Present worth: 

Net gains for 1914 

Old surplus 


Total =. 
Less dividends paid 


Net surplus to date 
Capital stock 


Capital and surplus 





571,962.45 
156,196. 
20,490. 
1,399. 
1,500.00 
2,347.67 
4,736. 
9,996.49 










$1,299, 528. 





$ 56,932.31 
64,350.35 
$ 121,282.66 











571,282.66 
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Liabilities 
Accounts and bills payable . . . . . $ 728,245.90 
Capitalandsurplus. . . .... . 571,282.66 
Tetsl 2. kw is wt wh hlU lm Ue Ce RR eG 
(Signed) N. T. DANNER, President 


P. B. Krart, Secretary 


The foregoing statement is considered a true reflection of their books 
and it will be seen by statement they have made money during the past 
year, and the affairs of the company seem to be carefully and capably 
managed. 

Those identified with this company are regarded honorable and straight- 
forward in their dealings and men of good business ability. 

Although collections have been slow and trade quiet for some time, 
still they seem to enjoy their share of the trade in this line and are watching 
their accounts closely. Have all along had the name of discounting their 
purchases and paying promptly and enjoy high credit. 


II, TRADE INFORMATION COLLECTED BY MERCANTILE AGENCY 


The following New York trade information was obtained on March 18, 
1915. Investigations in the trade at this date finds twenty houses, selling 
to this concern, report as follows: 

1. Sold the account in amounts averaging $100, terms 2-10, sixty days. 
Payments met in a fairly prompt manner; owe about $75, which is not due. 

2. Sold the account in the latter part of 1914, in amounts averaging 
$250, terms sixty days. Payments forty-eight days slow. 

3. Sell the account in amounts averaging $1,000, terms 2-10, sixty days. 
Payments inclined to be a little draggy; owe a few hundred dollars which 
is not due. 

4. Sold the account in amounts averaging $500 to $600, terms 2-10, 
sixty days. Payments from prompt to ten days over. 

5. Sell the account in amounts averaging $1,000 on regular terms. 
Payments prompt to fairly so; owe a few hundred dollars which is not due. 

6. Sold the account last year in amounts averaging $1,800 on regular 
terms. Payments prompt; owe nothing at the present time. 

7. Sell the account in amounts averaging $1,000 on regular terms. 
Payments prompt to a few days over; owe about $500 which is not due. 

8. Sell the account in amounts averaging $2,000 on regular terms. Pay- 
ments prompt; owe a few hundred dollars which is not due. 

g. Old active account, sold last fall in amounts averaging $6,000. 
Payments a little draggy; owe nothing at the present time. 

10. Sold the account for some time past, purchases averaging $5,000 
to $10,000, on regular terms; owe a couple thousand dollars which is not due. 
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11. Sell the account in amounts averaging $2,000 to $2,500 on sixty-day 
terms. Payments a little slow; owe about $500 which is not due. 

12. Sell the account in amounts averaging a couple of thousand dollars 
on regular terms. Payments prompt; owe nothing at the present time. 

13. Highest credit averaging about $800 on regular terms. Payments 
promp: to a little slow; owe nothing at the present time. 

14. Sold the account for some time past, purchases averaging about 
$6,000 on regular terms. Payments prompt; owe a few hundred dollars 
which is not due. 

15. Sell the account in amounts averaging $1,500 on regular terms. 
Payments prompt; owe nothing at the present time. 

16. Sold the account for some time, past purchases averaging a couple 
of thousand dollars on regular terms. Payments met in a fairly prompt 
manner; owe a few hundred dollars which is not due. 

17. Sold the account for some time, past purchases averaging $1,200 
$1,500, terms 7-10, sixty days. Payments met in a fairly prompt manner, 
owe about $1,000 which is not due. 

18. Sell the account in amounts averaging about $1,500; on regular 
terms. Payments prompt to fairly so. 

19. Sells the account in amounts averaging $5,000 on terms 2-10, 
sixty days. Payments inclined to be a little slow. 

20. Old active account running $12,000 to $20,000 on regular terms. 
Payments reported strictly prompt. Owe a couple thousand dollars, which 
is not due. 

This is a good concern, composed of honorable and straightforward 
people. They do a large business, and have a large amount due them in the 
way of outstandings. Owing to the existing conditions, collections are 
slow, and this has made them take full time on many of their purchases. 
They are, however, deemed responsible and enjoy first-class credit. 


III. REPORT OF MERCANTILE AGENCY, DATED FEBRUARY 26, 1919 

N. T. Danner, President 

P. J. Brooks, Vice-president 

D. W. Danner, Vice-president 

W. R. Graham, Vice-president 

R. M. Walker, Vice-president 

P. B. Kraft, Secretary-treasurer 

The foregoing officers, together with W. H. Danner, A. R. Danner, 
R. J. Swift, F. B. Harper, A. R. Kraft, M. Lewis, P. S. Drake, and B. W. 
Swift, compose the Board of Directors. 

N. T. Danner, Sr., one of the founders of this corporation, died on 
June 1, 1917, and up until the first of February a committee was appointed 
to handle the business, until annual stockholders meeting which was held 
on the second instant, when N. T. Danner, Tr., son of N. T. Danner, Sr., 
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deceased, was elected president to succeed his father. He was formerly 
one of the vice-presidents and R. M. Walker succeeded him to that office. 

The personnel of the corporation is among the best in the city, its 
affairs are under capable management, and they are credited with steady 
progress. 




















Date Assets Liabilities Net Worth 
December, 1914... «0.65 6600 $1,299,428.56 | $728,245.00 $571, 183.56 
December, 1915........... 1,046, 430.38 476,170.13 570, 260. 25 
December, 1916........... 1,096, 304. 36 441,050.09 655,254.27 
December, 1917. .......... I, 327,255.62 | 620,191.08 707,004.53 





General information.—In conversation P. B. Kraft stated verbally that 
the inventory was based upon the present market value, that their monthly 
statement as of December 1, 1918, showed their merchandise on hand to 
be worth at cost price about $1,250,000. He also stated that the receivables 
covered accounts and notes that were absolutely good. 

Statement is accepted as a true reflex of their books, the management 
is capable of doing an extensive business in this state, parts of Louisiana, 
Oklahoma, and Texas, and travel a number of salesmen. 

Payments.—Their paper is readily accepted by bankers and brokers, 
and they enjoy high credit in trade circles. 

Fire record.—No fire loss. 

IV. REPORT OF ST. LOUIS OFFICE OF CHICAGO COMMERCIAL PAPER HOUSE 
a) October 17, 1919 


In the inclosed statement the proportion of quick assets to liabilities is 
not very attractive. However, this is the most unfavorable showing that 
they have made for several years. They say that the new statement will 
show a ratio in excess of two for one. They keep their accounts at the 
following banks: 

Exchange National Bank, Camden, Arkansas 

North American National Bank, Camden, Arkansas 

Mercantile Trust Co., Camden, Arkansas 

Second National Bank, St. Louis, Missouri 

First National Bank, New York 

National City Bank, New York 

Chemical National Bank, New York 

The company is well regarded in the trade. 

The National Bank of Commerce, St. Louis, is not very favorably 
impressed with the company and does not buy the paper at present. One 
of their criticisms is that upon the death of N. T. Danner, Sr., president of 
the company, in 1917, his son, N. T. Danner, Jr., had himself elected 
president through a majority ownership of the stock and was not recom- 
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mended to the position through his experience or ability, which, as yet, 
has not been sufficiently tested. 
Another criticism of the firm is their policy as reflected in the inclosed 
letter which is a copy of one sent to all of the customers last November. 
The company will probably make some arrangement for the handling 
of their paper in the Western market about November 1, and we trust that 
you will be able to let us know if it is anything we want, by that time. 


b) Circular Letter Referred to Above 
CAMDEN, ARKANSAS 
November 22, 1918 
To Our CUSTOMERS: 

The United States Government is now demobilizing four million 
United States soldiers, who will have to buy civilian clothes here in the 
United States. The Allies have taken over the ships of Germany and 
Austria, and we are sure it will be only a matter of a short time when these 
ships, together with our great fleet, will be used for carrying merchandise 
from this country to Europe, to supply the demand of millions of people 
who are anxious to buy merchandise from the United States. This will 
naturally create a great scarcity of all kinds of merchandise. 

In view of the above, and the fact that we have always tried to save 
you paying the advance each season on your bill of dry goods, we believe 
now is the time for you to allow us to book you for your spring bill, styles 
and quantities of goods to be selected by you in our house any time between 
now and the first of March, roro. 

If you will fill in the agreement on the opposite side of this sheet, stating 
about the amount of goods you will need for your spring business, we will 
guarantee the price and book them for you at the lowest market prices. 
If the goods decline, we will lower these prices, and if they advance, we will 
give you the benefit of the low price. We are anxious for your spring 
business, and we are sure that this is a fair proposition and a good business 
proposition for you. 

This being a fact, we hope you will return this letter, properly filled in, 
at once or not later than December 5, 1918, using the inclosed stamped 
envelope, in order that we may protect your interest. 

Yours very truly, 
DANNER-KRAFT Dry Goops CoMPANY 


c) October 24, 1919 

Credit depariment.—Referring to the paper of the Danner-Kraft 
Dry Goods Company of Camden, Arkansas, Mr. Fred Exeter advised me 
today over the telephone that young Mr. Danner was a good personal 
friend of his and that he introduced him to the Fourth National Bank of 
St. Louis, of which he is a Director, thinking it would make a good account 
for the bank, although at that time he knew nothing about the details of 
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the business, nor did he know that the company already had an account 
with the Commercial National Bank of St. Louis, which bank granted the 
company a line of $150,000. 

The Fourth National Bank, after a careful investigation, decided not 
to take on the account. 

Mr. Exeter today spoke to Mr. Townley, vice-president of the Second 
National Bank, who handles the account of the Danner-Kraft Dry Goods 
Company, relative to the affairs of the company, Mr. Townley says that 
the Commercial National Bank has decided to continue their line of $150,000, 
that the company carries good balances and cleans up its line regularly. 
Mr. Townley recently went to Camden to look over the plant of the com- 
pany. He says that the company is fighting its local competitor very 
hard and at time sells goods below cost in an effort to get the better of the 
company, which he does not consider good business. On account of the 
way in which they handle themselves he is not any too enthusiastic about 
the company. 

Their paper at the bank is guaranteed by Messrs. Brooks, Kraft, and 
Danner. Mr. Brooks is worth $200,000 to $250,0c0o; Mr. Kraft $75,000 
to $100,000; while the Danners have all of their money in the business 
and own controlling interest. 

Cluett & Company gave up the account because on top of a statement 
showing current assets of about 14 for 1, immediately after date of the 
statement they paid out dividends of $75,000, absorbing practically all of 
the previous year’s profits. 

Mr. Exeter’s own impression is that he would rather not take on the 
account at the present time. 

This information is, of course, confidential and not to be given out. 


d) Bank Testimonials 

Chemical National Bank, New York, October 27, 1919.—Mr. Roth stated 
that they have had this account for a great many years and think very 
highly of same. The last statement in their files shows a very heavy debt 
and less than the usual proportion of two to one. In this statement they 
had a very large merchandise item and a few weeks ago received a letter 
from Mr. Kraft stating that they had turned over all of this merchandise 
at a very good profit and the new statement should show a very good 
proportion. We have loaned this company as high as $200,000 in 1918 and 
they were off the books all this year until the first of August when they 
came on for $50,000 which they are owing today. Hargraves & Co. have 
had this account in the past but I have not seen it very recently. If you 
can get this business it should make a very good and profitable account for 
you. This business is based entirely upon conditions of the cotton crop. 
The notes are indorsed. 

First National Bank, New York, October 27, 1919.—Mr. Clifton said 
they have had this account for a number of years and think very highly 
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of the concern. Thinks it would be a good account for us if we could 
secure it. 
V. CREDIT FILE CORRESPONDENCE IN IQI5, RELATIVE TO A 
LOAN APPLICATION 

National German Bank, Camden, Arkansas, April 19, 1915.—We are 
pleased to advise you that we think well of this concern, and believe their 
paper in reasonable amounts a safe and desirable bank investment. Their 
financial statement showing condition as of December 31, 1914, indicates 
that their affairs are in good shape and that they are meeting with success. 
We extend to them a nice line of credit, and in the past they have been 
very prompt in taking care of their maturing obligations. The officers in 
charge of the company are men of ability, honesty, etc., and their success 
should be continued. 

Commercial Bank, Camden, Arkansas, April 19, 1915.—This is an 
old, well-established concern of ample capital, doing a conservative and 
profitable business. ‘They have been clients of ours for a number of years; 
and we regard them very highly. 

Exchange National Bank, Camden, Arkansas, April 19, 1915.—I am 
pleased to say that this company is a value customer of this bank. We 
are pleased to extend them a liberal line of credit upon the note of the 
company indorsed by Mr. N. T. Danner, Mr. P. B. Kraft, and Mr. P. J. 
Brooks. ‘These gentlemen give the business their personal attention, and 
are looked upon as careful and conservative business men. 

First National Bank, New York, April 19, 1915—The Danner-Kraft 
Dry Goods Company has had an account with us since it succeeded the 
Brand-Danner Dry Goods Company in May, 1913, and we had the account 
of the latter from rg01. The present concern has carried quite a sub- 
stantial balance with us during the past few months, and we loaned it up 
to $150,000 last fall. The line was off our books from February 4 to May 
29 last, and is again being reduced. The new figures, which probably you 
have, show but little gain and a considerable increase in the debt, both of 
which features we had reason to expect from the conditions existing in that 
section. The company claims, however, that its affairs are in good condi- 
tion, and that while it is compelled to carry many of its customers as well 
as an excessive stock of merchandise, a more favorable season will reduce 
the figures again to proper proportions. We still think the company’s note 
a proper risk. 

Chemical National Bank, New York, April 19, 1915.—During the past 
year we have been pleased to meet this company’s borrowing requirements 
up to $150,000, in proportion to which commensurate balances have been 
maintained. As you doubtless know, their section of the country is materi- 
ally affected by the movement of the cotton crop; and in view of unsatis- 
factory conditions which have prevailed in its line the company’s earnings 
have naturally been restricted. However, its recent statement indicates 

















THE DANNER-KRAFT DRY GOODS COMPANY 575 


some increase in surplus account after various charges against income as 
well as the payment of a common stock dividend. We are well impressed 
with the management, and know of no reason why the paper in moderate 
amounts should not be purchased. 

Commercial National Bank, St. Louis, April 19, 1915.—The company 
referred to in yours of the sixteenth instant has been a customer since the 
spring of 1914. ‘Their predecessor had previously been known to us and 
we had occasionally taken the note when offered on the market. We accord 
the present company a line of accommodation and have found them prompt 
in taking care of their obligations. They have a well-established trade 
and while the past year was not entirely satisfactory in volume or profits, 
owing to general conditions, of which you are aware, we find this company’s 
condition sound, as evidenced by their statement of December 21. The 
close of the year found them with more than the usual amount of merchan- 
dise on hand, but from what we know of conditions surrounding them, it is 
our belief that they will be able to move their stock without difficulty. 
Their note bears the indorsement of several officers, who are believed to 
add something to its strength. 


VI. RECENT BALANCE SHEETS 
December 31, 1918 


Assets 
Current assets: 
SS ee 
Liberty Bonds . . . . $ 96,350.00 
Less unpaid instalments. . 43,000.00 
—————— §a.s5°-60 
Customers’ notes and accounts receivable 
after allowing for doubtful accounts . . 745,579.66 
Merchandise inventory . . . . . . 902,155.51 
$1 824,464.19 
Other assets: 
Personal and miscellaneous notes and 
accounts receivable . . . . . .$ 3,156.21 
Sundry claims and accounts . .. . 4,388.76 
Other realestate. . . . . . . . 10,689.18 
—_——_—_————_ 18,234.15 
Permanent: 
Land and building . . . $ 80,000.00 
Less unpaid balance on pur- 
chase contract. . . . 70,000.00 
—————- $ 10, 000.00 
Fixtures and equipment. . 11,851.23 
_—_ 21, 85t..23 
Deferred: 
Prepaid interest, insurance, etc. . . . 18,184. 29 


$1, 882,733.86 
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Liabilities 
Current: 
Notes payable—for money borrowed— 
Through brokers . . . $500,000.00 
From banks . . . . 350,000.00 
From individuals . . . 101,020.00 
$951,020.00 
Accounts payable 
Trade creditors . . . $ 46,654.01 
Personal accounts. . . 26,410.57 
—__as eee. O 
Accrued accounts > a ic te om. & & 15,923.92 
————_ $1 040,008 .. 50 
Reserve: 
For federal income and war profits taxes 
(estimated). . . ...... 130,000.00 
Nominal: 
Capital stock—authorized and issued . . $500,000.00 
Profit and loss—surplus 
Balance 
December 31, 
IQI7.. . . $210,014.53 
Premium on 
treasurer’s 
stock sold. 1,475.00 
emo ROS ip. $5 









Profit from operations for 
the year before providing 
for federal 

taxes. . . $205,703.33 
Less reserve 

for federal 

taxes . 




















Dividends paid February 
15, 1918 





712,725.36 













$1, 882,733.86 


Note A.—Merchandise purchases in transit or in the house for spring 
of 1¢r9 business aggregating $229,761.16 are not included in the inventory 
or accounts payable. 

Note B.—A dividend of 15 per cent amounting to $75,000.00 was 
declared February 8, 1919. 

We hereby certify that we have audited the books of account and 
record of the Danner-Kraft Dry Goods Company, Camden, Arkansas, as 



































of the close of business December 31, 1918, and that, in our opinion, based 
upon the records submitted and information furnished us, the foregoing 
Condensed Balance Sheet is drawn up so as to reflect correctly the financial 


position of the company at December 31, 1918. 


St. Louis 
February 20, 1919 


November 30, 1919 


Assets 
Current: 

Cash er ae ee ae ee . $110,527.73 
Liberty Bonds and notes and war savings 

stamps a ae ae oe ae 7, g%1.47 
Customers’ notes and accounts receivable 

after allowing for doubtful accounts, 

discounts, etc. 828,320.67 
Merchandise inventory . 519,800.95 


Other assets: 
Personal and miscellaneous notes and 


accounts receivable . $ 6,180.40 
Sundry claims and accounts 1,037.69 
Other real estate . 12,188.20 


Permanent: 
Land and building . $ 80,000.00 
Less unpaid balance on pur- 


chase contract . . 65,000.00 
———— $ 15,000.00 


Less allowance for depreciation 5,060.00 
$ 9,940.00 

Building improvements, fixtures, and deliv- 
ery equipment (depreciated value) . $ 22,689.32 


Deferred: 
Prepaid interest, insurance, etc. 
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$1,475,960. 82 


19,406. 29 


32,629.32 


4,091.36 


$1,532,087. 
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Liabilities 
Current: 

Notes payable—for money borrowed— 
Through brokers . . . $ 90,000.00 
From banks . . . . 60,000.00 
From individuals . . . 90,750.00 


$240,750.00 
Accounts payable 
Trade creditors . . . $199,793.09 
Unpaid instalment on 
federal taxes for the year 
ended December 31, 


Mea & © es & a 30,745.12 
Personal accounts. . . 80,905.34 
ee Bee eke So 
Accrued accounts . . . . . . . 12,392.93 
——— $ 564,586.48 
Reserve: 
For federal income and profits taxes 
(estimated). . ...... . $ 130,000.00 
Nominal: 
Capital stock—authorized and issued . . $500,000.00 


Profit and loss—surplus 
Balance, December 31, 
rorS sw kt Ct Oe BAER, 795536 
Profit from operations on 
net sales of $3,359,743-18 
for the eleven months 
ended November 30, 
1919, before providing 
for federal 
taxes . . $322,756.44 
Lss added to 
reserve for 
federal 
taxes . . $122,980.49 190,775.95 





Dividend paid February r5, 
MIO. 6 eG 75,000.00 $337,501.31 $ 837,501.31 








$1, 532,087.79 
Nore A.—Merchandise purchases in transit or in the house for spring 
of 1920 business aggregating $488,061.50 are not included in the inventory 


or accounts payable. 
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We hereby certify that we have audited the books of account and 
record of the business of the Danner-Kraft Dry Goods Company, Camden, 
Arkansas, as of the close of business November 30, 1919, and that in our 
opinion, based upon the records submitted and the information furnished 
us, the foregoing Condensed Balance Sheet is drawn up so as to reflect 
correctly the financial position of the company at November 30, 19109. 

AUDITORS 


VII. ADDITIONAL MISCELLANEOUS DATA ON FILE, OCTOBER 18, IQIQ 


B and M agencies report a good opinion of this concern. Their 
information indicates that the management is of good ability and that 
they have a live, capable, selling organization. 

The high point of the company’s debt (including both bills and accounts 
payable) was $1,459,000 during 1918. The low point was 381M in the 
spring of the year. On December 31, the date of their statement, bills and 
accounts payable totaled $1,040,000. 











December, 1916 1917 } 1918 
Ere 1,046 1,273 | 1,824 
re 441 620—tax 35M | 1,170 
Excess Quick.... 605 653 } 654 
Net Worth....... 655 707 712 
Si ciaceccccccn 1,668 2,626 | 34303 
| ere 84 165—after tax | 75—after tax 
35M res. 130M 


Dividends....... Not known | Not known eee ee 
1 





Their sales for 1918 were $3,303,000 on which they made profits— 
before taxes—of 205M about 63 per cent on their sales. The profit after 
taxes was $75,793.33. On February 18, 1919, a month after the statement 
they declared a dividend of 75M. 

The R S Dry Goods Company, which must operate in much the same 
territory as the Danner-Kraft Dry Goods Company showed on November 
30, 1918, aratio of 1.62. Their sales were $41,646,000. Profits $1,194,000, 
after tax reserve of $2,000,000. Their net profits, before taxes, were about 
73 per cent on sales. 

E W Dry Goods Company shows a ratio of 1.63. Their sales for the 
fiscal year ending November 30, 1918, were $41,000,000. Earnings $3,287,- 
ooo or 8 per cent on their sales. 

J V F Company statement of December 31, 1918, shows a ratio of 1.59. 
F & M Company statement of December 31, 1918, shows a ratio of 2.48. 
On sales, for that period of $10,306,518 they made profits of $1,003, 970, 
9.7 per cent on their sales. This profit of $1,003,979 was before taxes, 
which, in the company’s letter to us of July 14, they stated they figured 
at 408M. 
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B and M advise the company gets a line of 150M from the Chemical 
National, and the same amount from the First National Bank of New 
York, and 40M from the Exchange National of Camden, but they have no 
other data as to their lines from other banks. Indorsers are said to have 
an outside worth of 300M to jooM. 

In the trade they are sold up to 40M on regular terms, and are prompt 
pay. It would be advisable for Mr. Abery to get information from Mr. 
Exeter of the R S Dry Goods Company who is a director of the Second 
National Bank, St. Louis, where the concern keeps an account, also from the 
Edgeworth Manufacturing Company and the E W Dry Goods Company, 
on the subject company. 

The following is a record of the concern’s net worth: 

December, 1914 «. « «© « «© « & «© « §7%;,000 
December, 1915 . .. . . . « « ~« §70,000 
December, 1916 . . . . . . . «~~. 655,000 
December, 1917 . . . «. «© «© « « «+ 707,000 
December, 1918 . . . . . . . « « 712,000 


In four years they added 141M to their net worth, an average of 35M 
a year. In 1918 they paid a dividend of 74M, and apparently a substantial 
portion of their profits are distributed to stockholders. 

The subject company, on sales of $3,303,000, has merchandise of 
$902,000 and receivables of $745,000, they turned their merchandise 3} 
times and their receivables 44 times. 

R S Dry Goods Company turned their merchandise 4} times and their 
receivables 4 times. 

E W Dry Goods Company turned their merchandise practically 6 times, 
and their receivables a little more than 5 times. 

The liabilities of the company of $1,170,000 compare with capital and 
surplus of $712,000. In other words, the creditors of the company have 
400M more in the business than the owners. 

QUESTIONS 

. What do you think of the personnel of the board of directors ? 

. Study the financial history of the concern from 1910 on and draw up a 
statement of your general conclusion as to the progress of the company 
from 1910 to 1917. 

3. How do you characterize the trade data contained in Dun’s report for 
IQIS? 

. What significant management fact is revealed in the Dun report of 
February 26, 1919? 

. Run through the data furnished by the various banks which have done 
business with this concern and note the unfavorable comments found. 
On the whole, do you think they stand well with their present banks ? 














Io. 
If. 


12. 


13. 


14. 
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. What importance do you attach to the circular letter of November 22, 


1918? What is the significance of that particular date in its bearing 
on the policy enunciated in the Jetter ? 


. How much importance do you attach to the fact that the paper of 


the company is guaranteed by certain of the officials ? 


. How much importance do you attach to the fact that in 1918 the com- 


pany paid dividends of $75,000? 


. Compare the significant items in the balance sheets of 1918 and i919, 


and tell whether you think the condition at the latest date is a healthy 
one. 

What are the points of chief interest in the latest statement ? 

Study the miscellaneous data on pages 579-80 and indicate what 
light it throws upon the data revealed in the financial statements. 
What importance do you attach to the data on other dry goods com- 
panies ? 

Would you be willing to make this company a loan? Draw up a 
summary statement of the main points on which you base your judg- 
ment. 

In case you are willing to take on this account, how large a loan would 
you be willing to make at this time? 


Haroitp G. Mouton 
UNIVERSITY OF CHICAGO 








BOOK REVIEWS AND NOTICES 


Co-operation at Home and Abroad. A description and analysis. 
By C. R. Fay, M.A. Second Edition. London: P. S. 
King & Son, 1920. Pp. 447. 

Liberalism and Industry. By Ramsey Muir. Boston and 
New York: Houghton Mifflin Co., 1921. Pp. xiv+208. 
$1.75. 

The Economics of Communism. With Special Reference to 
Russia’s Experiment. By Leo Pasvotsxy. Pp. xvi+312. 
$2.25. 

The reissue of Fay’s now standard work on co-operation is not 
properly speaking a new edition. The scope of the revision is indicated 
by a second subtitle referring to a ‘“‘Supplement on the Progress of 
Co-operation in the United Kingdom (1908—1918).” Only ‘‘minor 
alterations and additions” (Preface to second edition) have been 
made in the text of 1908. The original “List of Authorities” is 
reprinted but the new list at the end of the Supplement contains a 
few titles which relate to co-operation in non-British lands. The 
original work was descriptive rather than critical and the “analysis” 
given of a conventional and popular character. (See review in this 
Journal for December, 1909, p. 733.) The Supplement (of forty 
pages) in the new edition gives a summary of events and revised 
statistics for the fields of agricultural and consumers’ co-operation 
(with a little over two pages on labor copartnership) in Great Britain 
for the ten years covered. 

The original work treated only of co-operation in seven countries 
selected as the most important. The most conspicuous gap in the 
treatment as it now stands is the omission of any mention of Russia. 
But that would be a subject for a separate volume, as would also be 
the development of co-operation in the world generally during and 
since the Great War. The book can therefore no longer stand as a 
general treatise on co-operation and is now significant chiefly as 
history, though the Supplement is useful for information in its special 
field. 

Mr. Fay has a concluding chapter of five pages on the bearing 
of co-operation upon socialism, in which he assigns to the co-operative 
movement a rather limited réle in a competitive social order. His 
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book is therefore not a treatise on social reorganization beyond the 
brief assertion that the co-operative movement is not to be viewed 
as a substitute or as destined to grow into a substitute for the indi- 
vidualistic economic system. On this point he takes issue with 
socialists generally and with the position of such writers on 
co-operation as Mr. L. S. Woolf. 


In Liberalism and Industry we come somewhat more to grips 
with fundamentals and meet with a more thoroughgoing program, 
though not yet by any means with radical propaganda. This book 
represents a restatement and, one might say, a revision as well of 
Liberalism as a vital movement looking toward the cure of the 
recognized serious evils of modern industrialism. It grew out of the 
deliberations of a group of industrial leaders of Manchester, under- 
taken at the request of the Manchester Liberal Federation, and 
was written at the behest of this Federation and is officially indorsed 
as a statement of their views. They feel ‘‘real sympathy with many 
aspects of the protest against the existing economic order,” and are 
“convinced that a generous program of reconstruction, inspired by 
clearly thought out principles, must be undertaken if the nation is 
to be saved from ruin”; they see no hope in coalition government, 
but repudiate the Labour Party because it wavers ‘“‘between two 
mutually incompatible doctrines, both abstract, ill-defined and 
undigested.” (Preface, and chapter iv; the doctrines referred to are 
state socialism and syndicalism, from which guild socialism is said to 
differ only in name.) 

The essential principle in Liberalism is Liberty, the chance 
for each to make the most and best of his own individuality (pp. 
19, 39-40). Definition of the principle, applications to the economic 
problems of the day and criticism of the existing order and of proposed 
alternatives are carried out in concrete detail in the seventeen chapters 
of the book. The principal evil of the existing system is found in 
the too exclusive control of industry by and in the interest of capital, 
which is properly only one of five factors involved in it; this control 
must therefore be redistributed. Liberalism, however, believes 
that the private ownership of capital is the best and only sure method 
of providing for saving (p. 49) and that the rewards which a man 
receives shall be in some rough proportion to the services he renders 
(p. 41). But the book gives no critical discussion of the content of 
the concept of ownership, nor does it tell us how the value of services 
is to be measured. Without answers to these questions we cannot 
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tell how the present social organization is to be changed, or whether 
it is to be changed at all. 

Liberalism has an optimistic faith in the democratic state as 
“standing outside the economic conflict, . . . . and protecting all 
men against the abuses of power”’ (p. 67). Yet the state must not 
operate industry directly, but only (pp. 75-76) ‘“‘lay down the rules 
under which it is to be done in such a way as to secure the highest 
degree of justice and freedom; and then to make sure that these rules 
are observed.” But again, industries are to be nationalized (chap. 
xiii) when they come under some five specifications. ‘‘The most 
outstanding, though not the only, industries in this category are the 
railways and the coal-mines.”’ In general, the book is clear, readable, 
unimpeachably fair and tolerant, and remarkably sound in its eco- 
nomics. It will not appeal to extremists or persons with ultimate 
solutions of social problems, nor, being a popular book, does it go 
into the deeper questions raised by any profound study of the problem 
of translating liberty, through social organization, into liberty to do 
what ought to be done. 


Discussions of bolshevism are much like arguments over religious 
creeds. Indeed, religion, for the mass of mankind, might be defined 
as consisting of those things which they consider more important than 
truth and fairness. From this point of view Mr. Pasvolsky’s volume 
is indeed refreshing. He is frankly and honestly partisan—opposed 
to bolshevism—but he gives the impression of fairness and treats the 
leaders of the movement which he is criticizing as both fair and able 
men. It is a wholly different brand of argument from that dished up 
by certain ex-socialists and labor leaders in this country, and in tone 
is not “propaganda” at all. The effect of the discussion is to create 
a feeling of respect for the bolshevist leaders as men and statesmen. 
One can but admire the candor whith which a government in absolute 
control of all means of publicity has discussed and permitted public dis- 
cussion of its difficulties and failures in a way to make possible the com- 
pilation of a criticism so well documented, chiefly from official sources. 

The first part of Mr. Pasvolsky’s book is a historical and descriptive 
summary of Bolshevik theory and the evolution of the constitution. 
The second part, about two-thirds of the volume, states the results 
of the policies, in transportation, the conduct of industry, the treat- 
ment of labor, and agriculture. A concluding chapter summarizes 
the argument and emphasizes the verdict of failure which the writer 
passes upon the system. 
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It is unnecessary to say that nothing is proved. That Russia has 
been unprosperous as admitted by all apologists for bolshevism; that 
the country would have had difficulties of the most serious sort under 
any government applying any theories is also indisputable. It is 
simply impossible to tell what the separate effects of either the 
political or the economic system of the Communist government 
have been. And even if this problem could be solved it would not 
prove anything as to the long-run effects of the same policies under 
normal conditions. But Mr. Pasvolsky has performed a thoroughly 
praiseworthy and unique work in getting and presenting the facts. 

To the reviewer (who is doubtless not uninfluenced by the previous 
conviction that any highly integrated organization of large numbers 
of human beings is impossible except temporarily and for very special 
and concrete purposes), the “‘lesson”’ of the book is that the failure 
of bolshevism is simply the failure of coercion. The Communist 
government of Russia has labored prodigiously and heroically at an 
impossible task. Men must be led as if you led them not, and 
“direct action”’ is always based upon poor psychology. Specifically, 
in relation to economic policy, the Communists of Russia (the 
Bolsheviki) have tried to control production, and then to control 
distribution and consumption in relation to production. If any 
large measure of “control” in the direct sense is costly and impracti- 
cable, it is surely true in addition that this is the wrong order of 
procedure for an economic authority in endeavoring to get its people 
to do what they should instead of what they wish. This is perhaps 
the most fundamental failure of radicals generally to do justice to 
the competitive system. It does give the people nominal freedom, 
at least the illusion of freedom in directing their consumption and to 
some extent it does control production and distribution (more or less) 
in relation to consumption, without recourse to compulsion of a 
crude sort. 

FRANK H. KNIGHT 

UNIVERSITY OF IOWA 


A Proposal for an Unemployment Fund in the Men’s Clothing 
Industry. By Leo Woman, Chief of the Research Depart- 
ment of the Amalgamated Clothing Workers of America. 
No. 5 of the Amalgamated Education Pamphlets, published 
by the A.C.W. of A., 1922. Pp. 27. 


This pamphlet summarizes the argument for a scheme of unem- 
ployment insurance so designed as to throw the initial burden of 
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unemployment cost on the shoulders of the employing group in the 
particular industry. Making each industry responsible for its own 
unemployment, so the argument runs, will avoid the weakness of most 
state unemployment schemes abroad by focusing attention on 
eliminating the causes of the evil rather than on alleviating the 
distress of the individual workman. An unemployment fund, 
assessed on emplovers in proportion to their responsibility, will force 
preventive action by those who are in a position to control employ- 
ment. This direct tax, whatever its ultimate incidence, will force 
better planning, more efficient organization and more intelligent 
direction of industry. 

Mr. Wolman’s pamphlet admits that the causes of unemployment 
lie in part beyond the jurisdiction of the individual industry, but 
argues that the more serious factors can in large measure be controlled 
within that jurisdiction and that progress is to be sought through 
experimentation by industries, leaving more general supplementary 
measures to follow. 

Such in general is the brief for an unemployment scheme for the 
clothing industry. With the argument and the general theory 
underlying it few students of industrial organization will be inclined 
to quarrel seriously. The trend of experimentation abroad at present, 
expecially in England, is in this direction, and there are now some 
precedents on which to build. More than this it is impossible to 
say until the present pamphlet, which undoubtedly has educational 
value, is followed by another in which the administrative details of 
the proposal are completely worked out. 

C. N. Hircucock 

UNIVERSITY OF CHICAGO 


The High Cost of Strikes. By MARSHALL Otps. New York: 
Putnam and Sons, 1921. Pp. xx+ 286. 

A glance at the opening paragraphs of chapters chosen at random 
in this book reveals such statements as this: 

CHAPTER II— 

When you had to pay $55.00, $65.00 or $75.00 for a suit of clothes 
during 1919-20, about $20.00 or $30.00 of that price was due to strikes. 

CHAPTER v— 

Coal cost $3.75 a ton at the mine in July 1920. This price included 
the cost and profit to the operator and all labor cost of mining, including 
the making the product ready for the ultimate consumer. Yet at exactly 
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the same time coal cost $17.00 a ton in New England. The basic reason 
was strikes, but strikes entirely outside of the coal field. 

CHAPTER xiv— 

Nothing in the way of good industrial relations is to be expected 
from organized labor as represented by the American Federation of Labor 
and the four Brotherhoods. The only peace which can come out of those 
organizations is the peace of an absolute domination—not only of the 
American industries but of the government itself—Dr. CHARLES W. Exot, 
President Emeritus of Harvard University. 


CHAPTER iv— 

The families of over 200,000 workers in Detroit had an unexpectedly 
gloomy 1919 Christmas because over 200,000 workers suddenly lost most 
of several weeks wages through a strike of other workers hundreds of miles 
away. 

These are all topic paragraphs of a stimulating sort but the absence 
of factual material to verify them reduces the interest and forces the 
conclusion that the book is blatant and empty. 

Mr Olds follows the usual method of computing the costs of strike 
by dividing the losses into three categories—the losses in wage to the 
employees, the losses in profit to the employers, and the losses to the 
public, emphasizing in particular the loss to the strikers. As far as 
can be discovered the loss to the latter has been arrived at by multiply- 
ing the number of supposed strikers by the wages they would have 
received had they worked during the time of the strike. For statistics 
as to the number striking in particular cases the writer has depended 
upon current gossip to approximate the truth; he is not concerned 
with exactness. 

Just how dependable are conclusions based upon the statements 
from common sources of information can be illustrated by the steel 
strike. The union leaders, according to the Monthly Labor Review of 
the Department of Labor for September, 1920, on the first day of the 
strike, September 22, 1919, announced that 279,000, men were idle. 
The next day the number was given as 327,000, and two days later as 
340,000, whereas the employers denied the figures and declared that 
less than 4o per cent of this number had gone out. September 30 the 
unions announced that 80 per cent of the employees of the Bethlehem 
Steel Corporation had obeyed the call of their organization, and the 
employers countered with the announcement that 88 per cent of the 
employees were at work. The Inland Steel Company, of Indiana 
Harbor, on the same day claimed that 3,000 of their employees had 
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returned, whereas the union stated that the number was 250. Similar 
instances could be given illustrating even a wider range of difference. 
The reason for these differences in statements, of course, is not difficult 
to infer. Our inference, however, does not give us the facts; neither 
does Mr. Olds in his book. 

Not only is there no evidence of care taken in computing the 
numbers striking but the duration of strikes is stressed as if it were 
a norm upon which to compute losses by simple arithmetic. Apply 
the rule: The Boston policeman strike lasted three days and then the 
men voted to return to work. The public officials, however, refused 
to accept their return. What is the duration of the strike? Three 
days. But certainly the loss cannot be computed by taking the 
number of men out on the strike and multiplying by three. Neither 
can such a method be of any great value in other situations where 
workers are dribbling back to work from the day the strike is 
announced until it is formally called off by either party. 

Along with the losses it does not occur to Mr. Olds that there 
may be such a thing as gains from strikes as far as the workers are 
concerned, aside from possible increases in wages or better conditions 
which may make the struggle worth while. Strikes are often times 
profitable if the men have power so that workers can get employment 
in other industries near at home or out of town while the strike is on. 
Thus the Chicago waiters’ strike of 1920 was dated so the waiters 
could find temporary work at the summer resorts which were just 
opening. Also, it is possible sometimes for the men to use their 
efforts at other necessary tasks about the household. If, because of 
a strike, a man has time to make repairs or perform work which 
otherwise would cost something, it is hardly fair to measure his loss 
from the strike by the wages which he has failed to receive from his 
employer. Many items should be posted upon the balance sheet; 
there are gains as well as losses. 

Moreover the time spent in striking may simply postpone the 
demand for labor and cause employment for the worker at a time 
when otherwise he might be unemployed. Sucha statement does not 
blindly embrace the lump of labor fallacy, it suggests exceptions to 
the rule. For example, it may be said, perhaps, with a certain degree 
of truth that the striking of coal miners partakes of the nature of 
vacation. The work waits to be done by them; and their striking 
may not reduce appreciably the total work days of the year or the 


total wage received in the year. 
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The fact that in this book Mr. Olds does not display either the 
knowledge, method, or inclination to get at facts in a discriminating 
way, does not argue that there is no need for a study of the costs of 
strikes. Certainly, there is in strikes a large element of waste; some 
of it inevitable, some of it controllable. Full knowledge of the facts 
(and these facts will only be secured through minute studies of par- 
ticular strikes) may impress the worker, the employer, and the 
community with the necessity of reducing the number of strikes. 

But let us not delude ourselves. Should all parties admit the 
loss from strikes, still the fact remains that, damaging though the 
strike is both to the direct participants and to the public, it is the 
chief weapon which labor feels it can depend upon to work out its 
future. To place their lot in the hands of the employers or even 
of the public and to accept in docile spirit what is given them, is an 
impossible concept from the workers’ point of view. And control 
must be in terms of what is possible. 


WILLARD E. ATKINS 
UNIVERSITY OF CHICAGO 


The New World: Problems in Political Geography. By Isatau 
BowMaN, Pu.D. Illustrated with 215 maps and with 65 
engravings from photographs. Yonkers-on-Hudson, N.Y.: 
World Book Co. 1921. $6.00. 

The future will have to decide whether the United States played 
the réle of Parsifal, the pure fool, in the world-war or rather that of 
Don Quixote fighting valiantly in a world of self-created illusions. 
What is certain at this present moment is that the country is passing 
through a violent reaction, and that after performing heroic rescue 
work for the benefit of the maiden Europa, it has ungallantly and 
capriciously left her in the lurch. From this emotional disgust the 
author of the present book tries to wean his wayward countrymen 
by the psychologically admirable device of substitution. He serves 
up the post-war world as it is and, quietly ignoring the romantic 
past and the evil taste it has left behind, he appeals to the intelligence 
of his readers in the calculation that if they can be induced to bring, 
instead of their hearts, their minds to bear upon the situation of the 
contemporary world they will take a fresh and invigorating hold 
on it. 

Dr. Bowman has turned out a notable work. He propounds the 
proposition that the post-war world may no longer be conceived 
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other than as a single unit, though the elements composing it may be 
more numerous than the waves of the sea. According to him every 
individual now alive who wishes to live up to his most obvious obliga- 
tion must regard the struggles of Europe, Asia, Africa, and America 
as his struggles and must be willing to take upon his shoulders a small 
part of the burdens which this participation entails. In some thirty- 
four chapters Dr. Bowman completes the journey round the earth, 
pausing at every crucial point to enumerate the elements which 
through their blind or conscious interaction have produced a crisis. 
These elements are of the most varied character—social, historical, 
economic, and geographical—and pile up a mass of data enabling 
the reader to envisage in succinct form every leading problem now 
agitating a given people or region. 

Apart from occasional evidence of a lingering war psychosis—how 
slowly even an honest scientist disengages himself from a poisoned 
state of mind!—the method of this book is laudably objective. An 
occasional sentimentality, chiefly about our vaunted democracy, also 
sounds a false note in the scientific ensemble of the work, though not 
enough to hurt. In the main the author has assembled facts, cool 
and commonplace facts, firmly implying, however, that his facts 
concern the living spirit and at all times call for human sympathy 
and fellowship. An invaluable feature of the work are the abundant 
illustrations. These are of two kinds: engravings from photographs 
presenting characteristic aspects of desert and mountain scenery, of 
inland and harbor towns, of widely scattered village types, and 
sketch maps in black and white showing the new political boundaries, 
the distribution of races, physical relief, rainfall, and a score of other 
interesting matters. In sum, here is a book which, so far as the 
knowledge of the present reviewer goes, is unique in American liter- 
ature, and which all students of present-day problems holding the 
belief that geography, politics, ethnology, and economics constitute 
a common groundwork of co-ordinated knowledge are likely to find 
absolutely indispensable. 

FERDINAND SCHEVILL 

UNIVERSITY OF CHICAGO 
The Development of Economics, 1750-1900. By O. FRED BOUCKE. 

New York: Macmillan, 1921. Pp. vi+348. 

One looking at the title and then at the size of the volume is 

likely to be lost in wonder as to how such a very large genie is going 
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to get into such a very small pot. The answer is that the author 
has gathered all the economics of the period up into four great groups 
or tendencies which he calls naturalism, utilitarianism, historism, and 
marginism. His treatment of each of these, except historism, ‘has 
been subdivided into two parts, the first dealing with the presupposi- 
tions that were borrowed from philosophy, logic, ethics, and 
psychology, and the second with definitions and laws such as have 
always formed the main body of economic doctrines.” Naturalism 
includes the physiocrats and the Adam Smith economists; utilitarian- 
ism begins with Ricardo and culminates in John Stuart Mill; and 
marginism is chiefly defined by the common characteristics of its 
five founders: Gossen, Jennings, Jevons, Menger, and Walras. 
Historism is the least sharply defined category. It is associated with 
collectivism, and in a general way carries with it all those who re- 
fused to accept the institutions of an individualistic economy or the 
abstractions of individualistic economics as representing ultimate 
laws of nature. It “has its inception in ideals older than the science 
of economics, or at least just about as old.”” The names discussed 
under this heading include not merely such writers as Sismondi, 
Liszt, Roscher, Knies, and Hildebrand, but St.-Simon, Fourier, Owen, 
Rodbertus, Marx, and Ruskin. 

The author uses graphic and tabular devices freely. There are 
genealogies of British utilitarianism, of social science in general, and 
of John Stuart Mill’s psychology (this last omits Bentham, though he 
is bracketed with James Mill in the more inclusive chart of utilitari- 
anism). There are tables showing the chief characteristics of Smithian 
and Ricardian economics, the order of treatment of the main subjects 
in representative treatises on economics since 1776, the main doctrines 
of the founders of marginism, and the space assigned to ‘‘ problems”’ 
or ‘“‘applied economics” in American treatises since 1820. 

There can be no doubt that Professor Boucke has succeeded 
admirably in “giving” the central characteristics of broad groups of 
writers or trends of economic thought, particularly as to the philo- 
sophical and psychological assumptions underlying them. One might 
infer that these are his chief interest. This is the first book the 
reviewer has read which left him with a feeling that he had been really 
told what the associationist psychology was, and what it had to do 
with economics. And of John Stuart Mill he says: ‘ Mill stands out 
as the culminating figure in Utilitarian economics, but one must 
judge him by his premises and ideals, rather than by specific contribu- 
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tions to the subject. Or rather, it seems better to view his economic 
treatise as a minor work which cannot yield the full measure of its 
wisdom without being read in the light of his earlier thought . 

his methodology is incomparably the most complete in economic 
literature.”’ It is fair to add that Professor Boucke’s review of Mill’s 
methodology is a most excellent and enlightening summary. The 
entire work is illustrated with a wealth of citation which indicates 
a wide and detailed acquaintance with the literature, both economic 
and non-economic. 

On the other hand, if the reader wishes to know the particular 
economic views and doctrines of particular writers, this book will 
hardly meet his needs. Perhaps the author was striving mightily 
for condensation; or perhaps he filled himself so full of the subject 
as to forget that the reader does not automatically share with him 
the unexpressed ideas that lie back of many of his comments. At 
times one does not know whether he is speaking in his own person or 
voicing the views of another, and at times one simply does not know 
what he is saying. Not that the style is pedantically involved—far 
fromit. It is rather—in spots—impatiently elliptical and impression- 
istic. Such captions as collectivism or the entrepreneur standpoint 
are used, in ways that are not always self-explanatory. 

Herein lies the chief fault of the book as a tool for the use of 
students. It is a besetting sin of students to be content with the 
ability to give a cursory characterization of economic theories, in 
place of understanding them. There are more graduate students 
who can characterize marginal economics and tell what is wrong with 
it than can tell accurately what its doctrines are and what they 
actually mean. To such, this book would be a dangerous indulgence. 
On the other hand, one who has a considerable acquaintance with the 
originals, and above all an accurate rather than a cursory acquaint- 
ance, will be able to glean a deal of enlightenment from Professor 
Boucke’s survey and commentary. 

It is refreshing to see a treatise which gives so much emphasis 
to the matrix of economic thought rather than confining its attention 
to the jewel itself. For this alone the book should be welcomed. 
The intellectual environment of economic thought is often neglected. 
But the environment of economic thought includes other things, 
among them the technical, political, social, and commercial conditions 
of the age from whose needs economic thought partly springs and to 
which (or to a slightly later age) its message is delivered. Professor 
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Boucke’s study of the forces governing the development of economic 
thought is hardly complete, but he has done two things admirably: 
summed up the distinguishing features of the main groups of doctrine, 
and shown their philosophical and psychological background. 

J. M. Crark 


UNIVERSITY OF CHICAGO 


The Economic Development of France and Germany, 1815-1914. 
By J. H. CrapHam. Cambridge: Cambridge University 
Press, 1921. 8vo., pp. xi+420. 

This book has been written, the author states, with the immediate 
purpose of supplying students of European economic history with a 
comprehensive account in English of the economic development of 
France and Germany during the nineteenth century. That there 
was great need of such a book written by a competent economist was 
well recognized and this carefully written volume, filling a real gap, 
should find wide use and receive a cordial welcome. 

In organizing the material the author has taken the rapid spread 
of railways after the middle of the century as the significant change 
justifying a division of the era covered into two periods and about 
one-third of the volume is devoted to the first of these periods. For 
each country in each period the topical method of presentation 
has been chosen. Chief attention is given the subjects of agriculture, 
manufactures and mining, transportation, commerce, money banking 
and investments; but along with these there is included some account 
of the labor movement, industrial combinations, shipping, tariff, 
co-operation, and social policy. Public finance is practically omitted. 
As integral parts of the economic development of this section of the 
Continent, conditions in Holland and Belgium also receive some 
attention. 

The writer of a book of moderate size on economic history is 
always confronted with the difficult question as to where to draw the 
line between the topics and materials to be included and those that 
must be left out. He may narrow his choice down to an attempt to 
present in some detail an account of the facts of economic develop- 
ment together with some analysis and interpretation of their economic 
significance, or he may present less in the way of factual material 
of the purely economic sort but broaden his analysis and interpretation 
so as to cover the extensive interaction between economic conditions 
and other phases of social life, thus including some economic inter- 
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pretation of political history together with the reaction of political 
and other social conditions on economic developments. In this 
volume the former course has been chosen; there is little correlation 
of the economic and other phases of social development and the 
author has in the main confined himself to a presentation and inter- 
pretation of the leading features in the economic advance of these 
two nations, often indulging in considerable detail in the way of 
statistical data and facts. Doubtless in the absence of usable text- 
books covering that ground this was the wiser course though the 
reviewer would willingly have foregone some of the details for the 
sake of obtaining from the author an exposition and interpretation 
that was somewhat broader in scope. 

The material presented has been worked over with scholarly care 
and though much is frankly based upon secondary sources nothing 
else is possible in so extensive a field. The broad background of world- 
development is kept in mind while the explanation and interpretation 
of developments show a sufficiently keen economic analysis to make 
one wish they had been carried farther. Maps were excluded, we 
are informed, because of the cost, but it is to be regretted that at 
least some of the less expensive graphs were not employed for the 
presentation of statistical data. Failure to make use of this device 
is unfortunately a common pedagogical defect in the make-up of 
books on economic history. 


CHESTER W. WRIGHT 
UNIVERSITY OF CHICAGO 


The Labor Problem and the Social Catholic Movement in France. 
By ParKER T. Moon. New York: The Macmillan Co. 

In this book, Professor Moon, of Columbia, has given an accurate 
and well-documented account of the Catholic social movement in 
France from 1815 to the outbreak of the war in its relation to the 
labor problem. He gives the thought of the early, almost forgotten, 
pioneers immediately following the fall of Napoleon. He tells of the 
group around 1848, and the long placidity and compromises between 
1848 and 1870. Count de Mun, the central figure during the genera- 
tion following, becomes the central figure in Professor Moon’s study. 
The work of Count de Mun in the labor movement and his leadership 
in accepting the Republic in the early nineties were crucial. The 
Popular Liberal Party, the various study and conference organizations 
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and the few dissident groups are well described. An intermediary 
chapter on what was being done in other countries hints at the 
international character of the movement. In the concluding chapter 
a table is given to show the differences among the various Catholic 
groups, the Socialists, Syndicalists, Guild Socialists, and the latter-day 
Communists. 

The central point in the movement was the guild organization of 
industry, trade, agriculture, and the professions. All engaged in 
the various occupations were to unite in guilds which would be 
semi-public in character, and would be created and promoted by the 
state. While collective bargaining would continue, all those at work 
in a certain occupation would unite in a large association, semi-public 
in character, to administer labor legislation, have charge of vocational 
training, arbitrate disputes, and give the employees a voice in regulat- 
ing the interests of the trade. On the side of ameliorative labor 
legislation, social insurance, minimum wage, and “hours of labor” 
laws were advocated. 

To supplement Professor Moon’s book it is to be noted that 
advocates of the guild system have gone definitely beyond industrial 
associations on the present division of ownership. The narrow exten- 
sion of property ownership is now being attacked with the aim of 
erecting gradually a guild system based as far as possible upon a wide 
extension of personal ownership. ‘This fundamental development of 
the guild program, already foreshadowed and indeed explicitly 
included in some French writings and especially in those of the 
German pioneer Bishop Ketteler, has come to the front in the last 


three years. 
R. A. McGowan 


WasuincTon, D.C. 


Banking and Business. By H. PARKER WILLIS and GEORGE 
W. Epwarps. New York: Harper Bros., 1922. Pp. 
X+573. $3.50. 

This well-written book was developed from the mimeographed 
material presented to the beginning students in the School of Business, 
Columbia University. It is a description of the American banking 
organization in its relations with its customers and with other banks, 
domestic and foreign. It is not a technical treatise on interior bank 
organization and management, although the general and legal phases 
of banking organization are presented. It is not a history of banking 
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institutions in the United States, although some attention is given to 
certain phases of our banking development. It is designed to give 
to beginning students in schools of business and commerce their first 
notions of banking institutions in their exterior business relationships. 
Controversial matters are largely omitted. 

The body of the book is divided into four parts, with a suitable 
balance between the parts. The second part, on Commercial Bank- 
ing, takes about 40 per cent of the volume, and the fourth part, on 
The Banking System, uses about 40 per cent. Part I is given to an 
introduction to the nature of credit and banking as meeting the 
needs of exchange. Part III is given to a brief summary of the 
nature of non-commercial banking institutions, so-called—investment 
banks, savings institutions, and trust companies. There are nine 
short appendixes, the last one being a classified list of selected collateral 
readings. One appendix includes recent statements of foreign banks. 
Some of the others are given to theoretical and legal phases of banking. 

The material is well prepared for the purpose, and is easily read 
by the class of students for whom it was designed. If it is the purpose 
of a course to acquaint the students with the general nature of a 
commercial bank, this book could be used successfully. The student 
would become able to read banking statements with considerable 
understanding; could appreciate to some extent the loaning problems 
of the bank; would see the departments in co-operation with each 
other; would think of the banks as united into a system through 
the Federal Reserve organization; and could get a good conception 
of the place of banking in the economy of business. 

W. F. MItrcHELL 

UNIVERSITY OF CHICAGO 


Immigration and Labor. By Isaac A. Hourwicu. New York: 
B. W. Huebsch, Inc., 1922. Pp. xxxii+574. $6.00. 


This is a new edition of the author’s work by the same name, 
first issued in r912. The changes from the old edition are slight 
and of minor importance. The new part of the work is the final 
chapter, “‘The Lessons of the War.” In this the author uses the 
evidence collected that wage increases did not keep pace with the 
rise in prices in a period when immigration was almost at a standstill 
to support his contention that inadequate wages are not due to the 
influx of European immigrants. An appendix in which certain 
critics of the earlier edition are answered is also a new feature, but 
it adds little to our knowledge of the subject. 





